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DEFENSE  OVERHEAD  WASTE  AND 

MANAGEMENT 


THURSDAY,  MARCH  3,  1994 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:06  a.m.,  in  room 
SD-608,  Dirksen  Senate  Office  Building,  Hon.  Jim  Sasser  (chair- 
man of  the  committee)  presiding. 

Present:  Senators  Sasser,  Simon,  Conrad,  and  Grassley. 

Staff  present:  Larry  Stein,  staff  director;  and  Randy  DeValk,  as- 
sistant director  for  national  defense. 

For  the  minority:  G.  William  Hoagland,  staff  director;  and  Roy 
Phillips,  senior  analyst  for  national  defense. 

OPENING  STATEMENT  OF  CHAIRMAN  SASSER 

Chairman  Sasser.  The  committee  will  come  to  order. 

I  would  like  to  begin  this  morning's  hearing  by  listing  some  very 
interesting  expenditures:  $10,000  to  rent  a  yacht;  $100,000  for  a 
trip  to  Jamaica;  $26,000  for  cocktails;  $5,800  for  jogging  shoes; 
$1,000  for  a  limousine. 

No,  this  is  not  Donald  Trump's  VISA  bill.  It  is  the  tab  that  the 
American  taxpayers  are  picking  up  for  what  defense  contractors 
euphemistically  call  "overhead."  Now,  to  most  American  taxpayers, 
I  think  it  would  sound  as  if  someone  is  picking  our  pockets. 

Over  the  past  decade,  procurement  cost  overruns  by  Department 
of  Defense  contractors  have  literally  shocked  the  Nation.  The  trail 
of  abuse  of  $600  claw  hammers  and  weapon  systems  that  cost 
many  times  their  original  price  has  become  commonplace  and  real- 
ly part  of  the  conventional  wisdom. 

Today  the  Senate  Budget  Committee  focuses  on  the  potential  for 
overhead  waste  and  abuse  in  Department  of  Defense  contracting. 

Now,  I  want  to  make  it  very  clear  that  we  are  not  trying  to  just 
single  out  the  Department  of  Defense  here  this  morning.  I  think  I 
ought  to  state  for  the  record  that  the  Department  of  Defense  has 
more  stringent  controls  on  these  activities  than  most  other  govern- 
ment agencies.  Abuse  of  medicare,  for  example,  was  beyond  the 
pale.  Very  little  investigation  there,  very  little  auditing  there,  until 
recent  disclosures,  some  made  by  this  committee,  caused  tightening 
of  medicare  regulations. 

In  addition,  our  purpose  today  is  not  to  harm  the  contractors  in- 
volved or  contractors  who  do  business  with  the  Department  of  De- 
fense. It  is  not  our  purpose  to  undermine  their  business.  Not  all  of 
the  contractors  exploited  the  regulations  to  the  same  extent  that 
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others  did.  Some  contractors  have  actually  sought  to  improve  their 
auditing  standards.  But  as  I  said,  Pentagon  contractors  are  not  the 
only  ones  who  are  exploiting  the  system. 

All  of  the  investigated  companies  were  invited  to  provide  their 
side  of  the  story  so  as  to  get  a  balanced  view,  so  they  could  have 
their  day  before  the  committee.  All  of  them  declined  to  appear 
today.  But  that  is  not  the  focus  of  this  hearing.  The  point  is  that 
this  abuse  is  happening  all  across  this  government.  It  is  driving  up 
the  cost  of  higher  education;  it  is  driving  up  the  cost  of  health  care; 
it  is  driving  up  the  cost  of  defending  our  Nation. 

And  I  am  simply  not  going  to  sit  here  and  allow  some  vague  reg- 
ulations and  unscrupulous  practices  rob  the  American  taxpayer. 

We  first  became  concerned  about  the  potential  of  Department  of 
Defense  overhead  abuse  after  hearing  reports  of  the  government 
being  billed  by  colleges  and  universities  for  excess  overhead  costs. 
Senator  Conrad  of  North  Dakota,  a  valued  member  of  this  commit- 
tee, and  I  asked  the  General  Accounting  Office  to  determine  wheth- 
er a  similar  environment  for  abuse  existed  at  the  Department  of 
Defense. 

I  am  sad  to  inform  you  today  that  most  of  our  worst  suspicions 
were  confirmed. 

An  audit  of  just  six  small  companies  which  had  Department  of 
Defense  contracts  in  the  $100  million  and  under  range  reveals  a 
pattern  of  abuse. 

The  General  Accounting  Office  found  improper  or  questionable 
costs  totaling  $2  million  in  all  of  the  six  companies'  cost  submis- 
sions. That  is  double  what  the  Department  of  Defense's  own  audi- 
tors had  turned  up. 

In  the  normal  business  world,  legitimate  overhead  costs  are  un- 
derstood. But  who  could  defend  or  permit  trips  to  the  Cayman  Is- 
lands, as  detailed  in  these  brochures  here,  Hawaii,  Jamaica,  to 
some  luxury  hotels  or  personal  use  for  a  46-foot  fishing  boat,  sea- 
son tickets  to  the  Boston  Red  Sox,  or  gourmet  meals  at  a  company 
party? 

Just  looking  at  one  of  these  brochures  yesterday,  the  brochure  to 
Jamaica,  these  are  really  very,  very  posh  resorts,  and  these  are  the 
resorts  that  our  taxpayers'  money  was  being  used  to  subsidize  so- 
called  business  trips. 

The  contractors  claim  the  law  is  ambiguous  on  many  of  these 
charges.  They  actually  claim  that  the  law  is  ambiguous  and  that 
is  the  reason  that  they  can  go  to  these  places  in  Jamaica. 

Common  sense  tells  you  that  our  dollars  and  cents,  our  tax- 
payers' dollars  and  cents,  are  underwriting  this  high  living. 

The  General  Accounting  Office  further  uncovered  that  many  of 
these  shenanigans  went  on  right  under  the  Department  of  De- 
fense's nose.  The  Department  signed  off,  approved  of  the  compa- 
nies' cost  reports.  Many  of  these  contractors  apparently  realized 
that  they  could  get  away  with  a  wink  and  a  nod,  and  they  took  full 
advantage  of  it  in  this  sort  of  anything-goes  atmosphere. 

The  Department  of  Defense  is  not  without  its  watchdogs.  The  De- 
fense Department  Contract  Audit  Agency  regularly  reviews  con- 
tractors' overhead  claims.  It  then  provides  the  procurement  officer 
with  a  list  of  questionable  charges.  But  this  is  a  watchdog  that  ap- 
parently lacks  teeth.  The  Defense  Contract  Audit  Agency  serves 


only  in  an  advisory  capacity.  It  can  root  out  the  overhead  viola- 
tions, but  the  agency  has  almost  no  enforcement  powers. 

To  complete  the  record,  it  is  only  fair  to  note  that  since  the  Gen- 
eral Accounting  Office's  initial  report,  the  Defense  Contract  Audit 
Agency  has  responded  by  launching  a  series  of  initiatives.  I  want 
to  congratulate  them  on  these  efforts.  I  look  forward  to  hearing 
more  from  them  about  their  accomplishments  in  the  future. 

In  conclusion,  we  initially  took  a  look  at  six  contractors  who  do 
business  with  the  Department  of  Defense  in  the  range  of  $100  mil- 
lion and  under.  But  after  reviewing  the  General  Accounting  Office's 
additional  findings,  we  asked  the  General  Accounting  Office  to  go 
back  now  and  examine  a  large  contractor  to  give  us  some  idea 
whether  the  problem  is  just  restricted  to  smaller  contractors  with- 
out on-site  auditors.  We  were  not  surprised  to  find  that  GAO  indi- 
cated the  pattern  of  abuse,  though  slightly  altered,  afflicts  large 
and  small  companies  alike. 

So  we  hold  these  hearings  today  because  there  can  be  little  doubt 
that  a  systemic  problem  exists  in  the  overhead  cost  of  defense  con- 
tractors. And  the  question  before  us  is:  How  do  we  correct  it? 

This  situation  is  made  all  the  worse  by  the  absence  of  internal 
controls  at  many  contractors,  a  lack  of  resources  of  auditors  to 
carry  out  the  DOD  audits,  and  a  set  of  regulations  that,  through 
imprecision,  without  setting  out  specifically  what  is  allowable  and 
what  is  not,  in  some  instances  literally  invite  abuse. 

The  General  Accounting  Office's  recommendations  and  the  De- 
fense Contract  Audit  Agency's  recommendations  as  to  how  we  can 
get  our  house  in  order  will  be  most  welcome,  and  I  think  can  be 
applied  all  across  the  government.  As  I  noted  earlier,  this  problem 
infects  many  government  agencies,  and  the  Department  of  Defense, 
I  want  to  emphasize,  is  by  no  means  the  worst.  I  think  when  we 
get  further  into  this,  we  are  going  to  find  that  even  worse  abuses 
exist  in  other  agencies  than  we  are  seeing  here  today  in  the  De- 
partment of  Defense. 

I  want  to  take  this  opportunity  to  thank  my  colleague  and  good 
friend,  Senator  Kent  Conrad,  and  his  staff  for  their  hard  work  and 
their  persistence  and  dedication  in  getting  to  the  bottom  of  this 
very  disturbing  problem. 

Senator  Grassley,  with  your  permission,  I  would  like  to  yield  to 
Senator  Conrad  now  because  I  understand  he  has  to  get  to  an  Agri- 
culture Committee  hearing.  Is  that  correct,  Senator  Conrad? 

Senator  Conrad.  Mr.  Chairman,  I  appreciate  the  accommoda- 
tion, but  the  Agriculture  Committee  markup  has  now  been  can- 
celed. So  it  would  be  fine  to  go  with  the  regular  order,  and  I  appre- 
ciate your  consideration. 

Chairman  Sasser.  Senator  Grassley? 

OPENING  STATEMENT  OF  SENATOR  GRASSLEY 

Senator  Grassley.  Thank  you.  I  am  on  the  Agriculture  Commit- 
tee as  well,  and  so  we  both  are  relieved  of  that  tough  decision  that 
we  have  to  make  today  on  some  reorganization. 

Well,  Mr.  Chairman,  I  thank  you  very  much  for  holding  this 
hearing.  I  appreciate  your  doing  it.  It  is  something  I  have  had  a 
long-time  interest  in.  I  understand  that  this  hearing  might  be  held 
because  a  couple  of  years  ago  I  made  a  written  request  to  you  to 


hold  it.  We  all  know  the  mail  is  slow,  but  I  did  not  think  they  were 
quite  that  slow. 

That  is  supposed  to  be  funny. 

Chairman  Sasser.  Actually,  Senator  Grassley,  I  was  reading  this 
brochure  here. 

Senator  Grassley.  Well,  I  am  sorry.  I  do  not  want  to  take  your 
mind  off  it. 

Chairman  Sasser.  I  am  planning  my  next  trip  to  Jamaica. 
[Laughter.] 

Senator  Grassley.  Now,  even  though  2  years  ago  this  problem 
came  up,  the  problem  of  unallowable  costs  is  still  very  much  with 
us.  I  have  been  pleased  to  work  with  you,  Mr.  Chairman,  on  these 
issues,  and  very  much  I  commend  you  and  Senator  Conrad  for  ad- 
dressing this  problem,  and  not  only  that  but  expanding  it  very 
much,  because  it  does  encompass  a  lot  of  other  government  agen- 
cies as  well. 

We  are  going  to  hear  today  many  of  the  same  stories  that  we 
have  heard  over  the  years  that  taxpayers'  money  is  being  used  to 
pay  for  alcohol,  for  parties,  and  trip  to  exotic  locales.  It  was  shock- 
ing then  and  it  is  even  more  outrageous  today  that  these  sorts  of 
things  can  still  continue,  particularly  when  we  have  a  tighter  budg- 
et situation  than  we  have  ever  had  before. 

Equally  disturbing  is  that  there  is  now  strong  talk  in  the  Con- 
gress, in  both  bodies,  and  as  well  coming  from  the  Pentagon,  about 
actually  making  this  misuse  of  taxpayers'  money  even  easier  to  do. 
So  even  though  we  are  not  involved  with  the  stuff  on  this  commit- 
tee, we  have  got  to  be  looking  at  the  work  of  other  committees, 
what  they  might  be  doing  to  make  these  things  easier.  The  Depart- 
ment of  Defense  has  proposed  and  Congress  is  considering  gutting 
procurement  reform  under  the  guise — and  can  you  believe  this?  It 
is  called  procurement  reform — and  also  gutting  it  through  bills  that 
are  called  management  reforms. 

Reforms  that  the  contractors  and  the  Pentagon  are  hoping  to 
water  down  or  eliminate  include  requiring  competitive  prototyping, 
weakening  the  qui  tarn  laws — and  that  is  a  bill  I  got  passed  in 
1986  that  has  brought  in  $588  million  into  the  Federal  treasury. 
There  is  one  proposal  that  is  floating  around  the  Hill  from  the  de- 
fense industry  that  would  say  that  once  they  became  aware  of  some 
fraudulent  use  of  taxpayers'  money,  if  they  fully  disclosed  it,  then 
they  would  not  be  subject  to  qui  tarn  provisions. 

Now,  wouldn't  a  bank  robber  like  to  have  that?  If  he  robbed  a 
bank  and  then  he  was  just  about  ready  to  be  caught  and  he  says, 
"I  robbed  that  bank,"  and  get  off. 

Well,  you  need  to  be  aware  of  the  fact  that  these  are  real  propos- 
als floating  around  the  Hill  that  we  may  have  to  deal  with,  and  I 
hope  that  some  of  us  that  have  been  around  here  for  the  last  10 
or  so  years  when  this  problem  first  surfaced  will  help  those  people 
who  have  come  on  the  scene  since  that  are  being  approached  by  the 
defense  industry  to  weaken  this  bill,  will  tell  these  newcomers  to 
the  Senate  to  be  very  leery  of  doing  that. 

They  also  have  proposals  here  on  the  Hill  other  than  qui  tarn  re- 
pealing the  law  prohibiting  gratuities  during  contract  negotiations, 
repealing  the  law  prohibiting  employment  discussions  during  con- 


tract  negotiations,  and  the  Pentagon  wants  to  reinstitute  the  re- 
volving door. 

Even  legislation  introduced  in  the  Senate  to  supposedly  stream- 
line Federal  acquisition  will  eliminate  current  law  which  prohibits 
someone  convicted  of  a  felony  related  to  a  defense  contract  from 
being  involved  in  a  defense  contract  for  5  years. 

Now,  Mr.  Chairman,  it  seems  to  me  that  that  is  a  ridiculous  pro- 
posal, that  it  just  encourages  this  sort  of  activity  to  go  on. 

I  do  not  understand  myself  how  removing  such  checks  and  bal- 
ances is  going  to  help  protect  the  taxpayers'  money  from  the  kind 
of  abuses  that  we  are  going  to  hear  about  today. 

Many  members  of  the  defense  community  have  stated  that  we 
should  place  greater  reliance  upon  self-reporting  by  contractors  of 
unallowable  costs.  I  think  this  hearing  today  will  show  that  we 
have  difficulty  with  contractors  just  reporting  their  costs  right  the 
first  time,  much  less  depending  upon  them  to  admit  later  that  they 
charged  the  taxpayers  too  much.  In  fact,  I  would  ask  the  Chairman 
and  the  General  Accounting  Office  to  consider  a  review  of  defense 
contractor  self-reporting  to  determine  whether  it  has  any  merit. 

I  believe  it  is  important  to  highlight  abuses  of  the  defense  con- 
tractors, but  as  you  know,  we  have  had  these  things  like  the  $600 
toilet  seats  and  the  $500  hammers  from  the  mid-eighties.  And 
when  we  were  reporting  those,  it  did  not  make  me  very  popular  on 
my  side  of  the  aisle.  However,  I  think — and  I  know  the  Chairman 
agrees  with  me — that  we  must  review  the  unallowable  costs  in  pro- 
grams throughout  government. 

Just  as  defense  contractors  have  bilked  taxpayers,  so  have  uni- 
versities, hospitals,  and  many  others.  I  am  concerned  that  there 
has  not  been  adequate  follow-through  on  the  universities.  My  un- 
derstanding is  that  the  General  Accounting  Office  has  done  no  fol- 
low-up nor  has  the  Health  and  Human  Services  IG  done  so  on  this 
issue. 

Similar  to  the  work  with  DOD  contractors,  I  would  ask  the 
Chairman  and  the  General  Accounting  Office  to  consider  follow-up 
on  the  top  10  universities  to  determine  what  changes  have  been 
made.  I  would  also  ask  that  the  General  Accounting  Office  advise 
us  on  what  other  recipients  of  government  funds  should  be  re- 
viewed to  determine  if  taxpayers'  funds  have  paid  for  unallowable 
overhead  costs. 

Chairman  Sasser.  Don't  forget  the  hospitals  there. 

Senator  Grassley.  And  the  hospitals  as  well,  absolutely,  Mr. 
Chairman. 

So  I  thank  you  for  this  hearing,  and  I  hope  that  it  is  a  start  of 
a  lot  of  digging  that  you  will  do  because  I  think  you  are  in  a  very 
effective  position  to  do  it,  and  I  would  hope  that  you  would  be  able 
to  get  the  cooperation  of  your  Administration  much  more  than  I 
was  able  to  get  the  cooperation  of  Republican  administrations  when 
I  was  in  a  majority  on  this  committee  trying  to  get  a  lot  of  the 
same  information  out.  But  I  think  if  the  Chairman  pushes,  we  can 
do  a  great  deal  of  good. 

Chairman  Sasser.  Well,  thank  you,  Senator  Grassley,  and  you 
can  be  assured  that  this  committee  is  going  to  continue  to  push  to 
get  to  the  bottom  of  all  of  these  cost  overruns  and  the  use  of  over- 
head to  make  unacceptable  billings  to  the  Federal  Government. 
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And  I  want  to  pay  tribute  to  your  yeoman's  work  in  this  area  over 
many,  many  years.  You  have  been  at  the  forefront  of  trying  to  root 
out  some  of  this  abuse  in  the  Department  of  Defense,  and  you  have 
shown  extraordinary  leadership  in  that  regard. 
Senator  Conrad? 

OPENING  STATEMENT  OF  SENATOR  CONRAD 

Senator  Conrad.  Thank  you,  Mr.  Chairman. 

First  of  all,  I  want  to  thank  you  for  holding  this  hearing  and  for 
your  efforts  in  this  regard,  not  only  with  respect  to  the  Department 
of  Defense  but  I  remember  very  well  the  medicare  hearings  that  we 
had  that  revealed  substantial  abuse  in  that  area.  And  I  think  it 
awakened  the  bureaucracy  to  the  things  that  were  going  on  there. 

Mr.  Chairman,  I  can  recall  well  when  we  started  down  this  road 
in  June  of  1991 — that  is  when  we  requested  this  first  GAO  report — 
and  I  was  led  to  want  to  pursue  it  as  a  result  of  contacts  we  had 
made  with  the  Department  of  Defense  and  people  that  were  in  that 
agency  that  said,  Senator,  if  you  request  this  information,  you  will 
be  shocked  by  what  you  find. 

Indeed,  we  have  been  shocked  by  what  we  have  found. 

Just  with  respect  to  the  six  small  contractors  that  have  been 
taken  on  as  a  pilot  project  by  GAO,  we  see  a  pattern  of  abuse  here 
that  is  disturbing  and  has  got  to  be  stopped. 

Mr.  Chairman,  I  have  prepared  just  three  charts  to  have  a  visual 
review  of  some  of  the  things  that  have  been  found  with  respect  to 
just  these  six  small  contractors.  These  are  contractor  cost  submis- 
sions under  charges  for  employee  morale.  And  I  must  say  some  of 
these  folks  have  been  very  inventive.  Thousands  of  dollars  for  T- 
shirts.  I  guess  that  has  improved  morale  in  some  of  these  compa- 
nies. Christmas  parties.  My  personal  favorite  is  $10,000  for  a 
schooner  rental.  Somebody  decided  it  would  improve  employee  mo- 
rale if  the  taxpayers  of  America  rented  a  schooner  for  the  employ- 
ees of  one  of  these  companies. 

$8,000  for  Boston  Celtics  tickets.  Now,  I  must  say  they  have  got 
pretty  good  taste  in  terms  of  the  choice  of  professional  teams  to  at- 
tend. $6,000  for  the  Boston  Red  Sox,  and  the  Chairman  pointed  out 
some  $5,800  for  running  shoes. 

This  next  chart  shows,  again,  contractor  cost  submissions, 
charges  for  business  travel.  $135,000  for  trips  to  Hawaii.  No  doubt 
that  improved  morale. 


EXPENSES  UNALLOWABLE 
UNDER  COMMON  SENSE 


CHARGES  FOR  BUSINESS  TRAVEL $381,818 

Trip  to  Jamaica  $101,818 

Trip  to  Hawaii  $135,000 

Trip  to  Mexico  $49,000 

Trip  to  Grand  Cayman  Island    $46,000 
Trip  to  Bermuda  $50,000 

CHARGES  FOR  EMPLOYEE  MORALE $454,500 


Christmas  Parties 

$10,600 

T-Shirts 

$15,000 

Schooner  Rental 

$10,000 

Season  Tickets  to 

Boston  Red  Sox 

$6,000 

Purchase  of  Running  Shoes 

$5,800 

Other 

$407,100 

MERGER  AND  ACQUISITION  COSTS    $1,900,000 

LEGAL  COSTS $772,600 

LIMOUSINE  RENTAL    $1,100 

QUARTERLY  CORPORATE  VIDEO    $1,300,000 

OTHER $218,000 

TOTAL $5.0  MILLION 
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EXPENSES  UNALLOWABLE 
UNDER  THE  LAW 


Personal  Use  of  Company  Car $286,500 

Personal  Use  of  46-foot  Company  Boat    $62,000 

Liquor $26,100 

Advertising  Costs    $294,000 

Overcharges  for  Pension  Costs    $255,000 

Scholarships  for  Children  and  Employees $31 ,000 

Fees  for  a  Congressional  Lobbyist $36,000 

Gifts  and  Meals  for  Spouses $3,800 

Legal  Costs  for  Claims  Against  the  Gov't $14,700 

Costs  Associated  with  Criminal  Prosecution   .  .  .  $4,200 

Other $440,400 

TOTAL $1.45  MILLION 

One  of  the  things  the  Chairman  did  not  point  out:  I  noticed  on 
one  of  these  brochures  that  one  of  the  hotels  they  stayed  at  adver- 
tises themselves  as  "the  best  beach-front  value  on  the  Big  Island." 
So  at  least  they  were  staying  at  a  place  that  at  least  promises  to 
provide  the  best  beach-front  value. 

I  do  not  know  if  they  got  a  similar  deal  down  in  Jamaica, 
$100,000  in  trips  to  Jamaica.  I  am  not  familiar  with  any  sensitive 
defense  installations  in  Jamaica  and  why  it  was  necessary  to  im- 
prove employee  morale  by  going  to  Jamaica.  $50,000  for  trips  to 
Bermuda.  $49,000  for  trips  to  Mexico. 


And,  of  course,  it  is  interesting  where  they  went  in  Mexico. 
Again,  luxury  resorts,  Mr.  Chairman.  That  is  where  they  were 
going  in  Mexico.  And  the  Grand  Cayman  Islands,  $46,000  in  trips 
to  the  Grand  Cayman  Islands.  Again,  they  traveled,  they  put  it  on 
the  charge  card,  and  they  billed  it  to  the  taxpayers  of  the  country. 

Mr.  Chairman  and  Senator  Grassley,  I  think  the  most  striking 
of  all  of  the  things  that  we  found  is  that  unallowable  costs  charged 
to  defense  contractors  is  an  area  where  there  is  no  question.  When 
they  talk  about  there  being  some  gray  area,  there  is  no  question 
on  unallowable  costs.  This  is  no  gray  area.  These  are  specifically 
precluded.  When  you  do  an  audit,  you  find  they  are  billing  things 
that  are  specifically  precluded  from  being  billed  to  taxpayers,  and 
they  are  being  sent  to  us  for  payment. 

Advertising  through  trade  shows,  nearly  $300,000.  Personal  use 
of  autos,  nearly  $300,000.  Again,  this  is  in  just  six  small  contrac- 
tors that  have  been  subject  to  these  audits.  Personal  use  of  boats. 
These  fellows  seem  to  really  have  an  affinity  for  boats,  $62,000. 

Scholarships.  Well,  all  of  us  like  to  see  scholarships  being  pro- 
vided to  young  people,  but  this  is  being  billed  to  the  taxpayers. 
They  are  giving  out  the  scholarships  at  their  discretion,  their  judg- 
ment, not  through  some  government  program.  It  is  specifically  dis- 
allowed, and  they  did  it  anyway. 

$25,000  in  fees  for  a  congressional  lobbyist.  This  is  perhaps  the 
most  egregious  of  all  because  they  are  billing  the  taxpayers  to  hire 
lobbyists  to  convince  Congress  to  spend  money  to  keep  this  whole 
money  chain  going. 

Finally,  $24,000  for  alcohol  beverages.  That  is  specifically  pre- 
cluded from  being  billed  to  the  government,  and  yet  in  these  au- 
dits, it  has  been. 

So,  Mr.  Chairman,  I  think  you  hit  the  nail  on  the  head.  This  is 
a  pattern  of  abuse  that  has  been  revealed  with  respect  to  these 
small-company  audits  that  we  requested.  We  have  now  asked  for 
a  large-company  audit  to  see  if  we  find  the  same  things.  The  final 
results  of  that  study  will  be  available  in  30  days,  and  I  really  won- 
der what  we  are  going  to  see  there. 

I  want  to  join  the  Chairman  in  applauding  Senator  Grassley  be- 
cause, before  I  ever  came  to  the  Senate,  I  knew  that  Senator  Grass- 
ley  was  someone  who  was  outspoken  with  respect  to  this  subject 
and  had  been  a  strong  leader,  and  I  admired  his  willingness  to  get 
out  front.  Because  all  of  us  know  there  is  a  price  to  be  paid  for 
being  out  front  on  these  issues.  People  do  not  like  their  dirty  laun- 
dry coming  to  public  light.  But  this  simply  has  to  be  done.  If  people 
are  going  to  have  restored  confidence  in  government,  there  has  got 
to  be  a  sense  that  someone  is  watching  and  someone  is  making 
sure  that  dollars  are  not  being  squandered  for  a  purpose  for  which 
they  were  not  intended. 

Not  one  dollar  of  this  money  has  done  anything  to  strength  the 
defense  of  this  country.  Not  one  dollar.  Tickets  to  the  Celtics  games 
do  not  do  anything  to  strengthen  the  defense  of  America.  Trips  to 
Jamaica  and  using  a  schooner  that  costs  $10,000  to  improve  em- 
ployee morale  has  nothing  to  do  with  making  us  more  secure. 

So  we  have  got  an  obligation  to  pursue  this  to  the  end,  and 
again,  Mr.  Chairman,  I  thank  you  very  much  for  your  leadership 
and  your  willingness  to  be  out  front  on  this  issue. 
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Chairman  Sasser.  Well,  thank  you,  Senator  Conrad. 

Our  first  witness  this  morning  is  David  Cooper,  Director  of  the 
Acquisition  Policy,  Technology,  and  Competitiveness  Issues,  at  the 
General  Accounting  Office's  Division  of  National  Security  and 
International  Affairs. 

Mr.  Cooper,  if  you  would  come  forward  and  take  your  seat? 

STATEMENT  OF  DAVID  E.  COOPER,  DIRECTOR,  ACQUISITION 
POLICY,  TECHNOLOGY,  AND  COMPETHTVENESS  ISSUES,  NA- 
TIONAL SECURITY  AND  INTERNATIONAL  AFFAIRS  DRTISION, 
UNITED  STATES  GENERAL  ACCOUNTING  OFFICE 

Mr.  Cooper.  Thank  you,  Mr.  Chairman.  It  is  indeed  a  pleasure 
to  be  here  this  morning  to  share  the  results  of  our  review  of  con- 
tractor overhead  costs.  If  you  have  no  objection,  I  would  like  to 
enter  my  statement  as  it  is  written,  and  then  I  will  summarize  the 
high  points. 

Chairman  Sasser.  That  is  fine.  Your  entire  statement  will  ap- 
pear in  the  record  as  if  read. 

Mr.  Cooper.  Thank  you. 

Over  the  years,  GAO  has  issued  numerous  reports  on  this  topic 
of  contractor  overhead  costs.  We  have  examined  overhead  costs 
billed  by  contractors  doing  business  with  the  Department  of  De- 
fense, Department  of  Energy,  the  Environmental  Protection  Agen- 
cy, and  hospitals  claiming  reimbursement  for  medical  costs  under 
the  Medicare  Program.  Unallowable  and  questionable  overhead 
costs  are  a  significant  and  widespread  problem,  costing  the  Federal 
agencies  and  the  American  taxpayers  potentially  hundreds  of  mil- 
lions of  dollars  annually. 

I  would  like  to  focus  my  comments  today  on  the  eight  defense 
contractors  that  we  have  done  in  response  to  your  request.  It  in- 
volved six  small  contractors  with  annual  government  sales  ranging 
from  $11  million  to  $107  million  annually  and  two  major  contrac- 
tors each  with  annual  government  sales  in  excess  of  $1  billion. 

In  doing  the  work  that  you  requested,  we  sampled  only  a  few  ac- 
counts at  these  locations.  We  concentrated  our  efforts  on  expendi- 
tures for  such  things  as  alcoholic  beverages,  the  personal  use  of 
automobiles  and  boats,  travel  expenditures,  business  meetings,  and 
the  entertainment  accounts. 

Chairman  Sasser.  Mr.  Cooper,  can  you  pull  the  microphone  per- 
haps just  a  little  closer  to  you? 

Mr.  Cooper.  OK. 

We  found  that  all  eight  contractors  had  included  unallowable  and 
questionable  costs  in  their  overhead  claims  to  the  government.  At 
the  six  small  contractors,  we  identified  about  $2  million  that  was 
either  expressly  unallowable  by  the  regulations  and  law  or  were 
questionable  in  nature.  At  the  two  major  contractors,  we  identified 
another  $4.4  million,  again  either  expressly  unallowable  by  the  reg- 
ulations and  law  or  of  a  questionable  nature. 

The  government  bears  the  burden  for  a  portion  of  this  excessive 
cost  depending  on  the  mix  of  defense  and  commercial  business  at 
those  companies  and  on  the  types  of  contracts  involved. 

I  would  like  now  to  discuss  some  of  the  specific  examples  of  the 
overhead  costs  that  we  had  questions  about,  first  on  alcoholic  bev- 
erages. 
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The  Federal  Acquisition  Regulation — and,  in  fact,  the  law — clear- 
ly states  that  alcoholic  beverage  costs  cannot  be  claimed  against 
government  contracts.  Yet  six  of  the  eight  contractors  charged 
about  $26,000  for  alcohol.  For  example,  one  contractor  included  al- 
most $1,600  for  a  Saturday  evening  "working"  dinner  attended  by 
21  employees  and  consultants.  Nearly  half  of  that  expense  related 
to  alcoholic  beverages  and  a  bar  fee. 

Senator  Conrad.  $800  then  for  20  people? 

Mr.  Cooper.  Yes;  nearly  half  of  the  dinner  cost  was  for  alcohol. 

Chairman  SASSER.  It  must  have  been  some  working  meeting. 

Mr.  Cooper.  Another  contractor  charged  over  $2,100  for  alcohol 
consumed  in  a  conference  for  the  company's  lawyers,  at  an  employ- 
ee's farewell  dinner,  and  at  a  company  employee's  private  resi- 
dence. 

Regarding  automobiles  and  boats,  the  costs  for  employees  to  use 
company  automobiles  for  personal  matters  also  should  not  be 
charged  to  the  government  contracts.  Despite  that  restriction,  how- 
ever, we  found  that  five  of  the  six  small  contractors  charged  about 
$173,000  for  employees  to  use  company  automobiles.  We  likewise 
found  that  one  of  the  major  contractors  charged  about  $28,000  for 
its  employees  to  use  company-furnished  automobiles. 

In  addition  to  the  automobile  expenses,  we  found  one  contractor 
charged  $62,000  over  a  2-year  period  for  its  employees  to  use  the 
company  boat  for  personal  matters. 

We  also  found  one  contractor  charged  $19,000  to  charter  two  air- 
craft, significantly  more  than  the  standard  commercial  airfare  al- 
lowed by  the  regulations. 

For  example,  three  company  executives  chartered  an  aircraft  for 
a  conference  at  a  cost  of  nearly  $13,000,  almost  $4,000  per  execu- 
tive. If  the  standard  commercial  airfares  for  these  executives  had 
been  used,  the  allowable  costs  would  have  been  about  $11,000  less. 

Business  meetings  were  a  particularly  troubling  area  that  we 
found.  Contractors  are  allowed  to  charge  the  government  for  legiti- 
mate business  meetings;  however,  contractors  charged  the  govern- 
ment for  a  number  of  trips  that  you  have  already  talked  about  this 
morning  to  resort  locations  outside  the  United  States. 

For  example,  one  contractor  charged  about  $50,000  for  travel  ex- 
penses associated  with  an  annual  management  meeting  held  in 
Bermuda  for  40  of  its  employees  and  consultants.  It  just  happens 
that  36  spouses  and  guests  went  along  on  the  trip,  too. 

Another  contractor  over  a  2-year  period  charged  about  $333,000 
for  travel  to  Mexico,  Jamaica,  and  the  Grand  Cayman  Islands  for 
similar  kinds  of  business  meetings.  For  example,  one  contractor 
charged  about  $102,000  for  151  of  its  employees — nearly  a  third  of 
its  workforce — to  travel  to  Jamaica.  The  employees  brought  along 
their  spouses  and  guests,  mostly  at  their  own  expense. 

We  do  not  question  the  need  for  legitimate  business  expenses; 
however,  we  do  question  whether  the  government  should  pay  for 
events  that  have  the  character  of  a  vacation,  especially  in  tropical 
resorts  outside  the  country. 

Entertainment  expenses  were  another  problem  area  we  found. 
The  Federal  Acquisition  Regulation  specifically  prohibits  contrac- 
tors from  charging  the  government  for  entertainment  costs  for  such 
things  as  social  activities  and  tickets  to  sporting  events  and  shows. 
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However,  the  regulations  on  entertainment  costs  refers,  without 
any  explanation,  to  the  regulation  on  employee  morale  and  welfare. 
Because  of  this  reference,  some  contractors  maintain  that  enter- 
tainment-type expenses  for  their  employees  are  an  allowable  cost 
of  doing  business  and  charge  those  costs  to  government  contracts. 

For  example,  over  a  2-year  period,  one  contractor  charged 
$14,000  for  the  Boston  Red  Sox  and  Boston  Celtics  games,  $10,000 
for  the  schooner  you  referred  to  earlier,  and  $5,800  for  running 
shoes  for  its  employees,  and  another  $12,000  for  cable  television 
charges  for  retirees. 

Another  contractor  charged  about  $10,600  for  a  Christmas  party 
for  its  Washington,  D.C.-based  employees. 

In  conclusion,  Mr.  Chairman,  we  believe  a  number  of  actions 
need  to  be  taken  to  address  this  persistent  and  widespread  prob- 
lem. There  is  no  magic  solution,  but  we  think  there  are  opportuni- 
ties for  improvements  if  the  government  would  clarify  the  regula- 
tions, especially  for  selected  types  of  overhead  costs  like  entertain- 
ment and  employee  morale,  explore  innovative  approaches  to  reim- 
bursing contractors  such  as  capping  the  expenses  that  can  be 
charged  for  selected  types  of  overhead  costs  like  entertainment, 
and  increase  the  purchase  of  commercial  products  as  the  Depart- 
ment of  Defense  is  currently  advocating  in  its  acquisition  reform 
proposals. 

Contractors  must  do  their  part,  too.  Company  executives  must 
send  a  clear  and  strong  message  that  unallowable  costs  are  not  ac- 
ceptable in  doing  work  for  the  government.  Likewise,  company 
managers  at  all  levels  must  pay  more  attention  and  place  more  em- 
phasis on  these  costs. 

That  concludes  my  statement,  Mr.  Chairman.  I  would  be  glad  to 
answer  any  questions  you  or  the  committee  members  might  have. 

Chairman  Sasser.  Well,  thank  you  very  much,  Mr.  Cooper. 

[The  prepared  statement  of  Mr.  Cooper  follows:] 
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Mr.  Chairman  and  Members  of  the  Committee: 

It  is  a  pleasure  to  be  here  today  to  discuss  the  results  of  our 
reviews  of  contractor  Indirect  coats,  or  "overhead"  aa  It  is 
commonly  known. 

Over  the  years,  our  office  has  issued  numerous  reports  on 
contractor  overhead  costs .   Our  reports  have  examined  overhead 
costs  billed  by  contractors  and  universities  doing  business  with 
the  Departments  of  Defense  and  Energy,  the  Environmental  Protection 
Agency,  and  by  hospitals  claiming  reimbursement  through  the 
Medicare  program.   Our  work  and  the  audits  of  the  Defense  Contract 
Audit  Agency  and  the  Inspectors  General  shows  that  unallowable  and 
questionable  overhead  costs  are  a  significant  and  widespread 
problem—costing  federal  agencies  and  American  taxpayers 
potentially  hundreds  of  millions  of  dollars  annually.   Appendix  I 
lists  some  of  the  overhead  reports  we  have  issued. 

To  illustrate  the  types  of  problems  we  have  found,  I  would  like  to 
focus  my  comments  today  on  our  recent  work  at  eight  defense 
contractors.   The  eight  contractors  included  (1)  six  small 
contractors  with  annual  government  sales  that  ranged  from  $11 
million  to  $107  million  and  (2)  two  major  contractors  each  with 
annual  government  sales  that  exceeded  $1  billion. 
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In  examining  overhead  costs  at  these  contractors,  we  sampled  only  a 
few  accounts,  concentrating  on  areas  that  we  believed  were  most 
vulnerable  to  overbilllng.  These  areas  included  expenditures  for 
alcoholic  beverages,  personal  use  of  automobiles  and  boats,  travel, 
business  meetings,  and  entertainment. 

The  Federal  Acquisition  Regulation  requires  contractors  to  identify 
and  exclude  unallowable  costs  from  their  overhead  claims. 
Contractors  are  also  required  to  certify  that,  to  the  best  of  their 
knowledge,  their  overhead  claims  do  not  include  unallowable  costs. 

The  Defense  Contract  Audit  Agency  audits  contractors'  costs, 
identifies  costs  that  are  questionable,  and  reports  such  costs  to 
government  contracting  officers.  Government  administrative 
contracting  officers  are  responsible  for  negotiating  and 
administering  contract  costs,  including  overhead,  and  for  applying 
penalties  required  by  law,  as  appropriate. 


UNALLOWABLE  AND  QUESTIONABLE  OVERHEAD 
COSTS  AT  EIGHT  DEFENSE  CONTRACTORS 


We  found  that  all  eight  contractors  had  included  unallowable  and 
questionable  costs  in  their  overhead  claims.   For  example,  in 
addition  to  almost  $1  million  in  costs  identified  by  the  Defense 
Contract  Audit  Agency  at  the  six  small  contractors,  we  identified 
about  $2  million  more  in  overhead  costs  that  was  either  expressly 
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unallowable  or  questionable.1  Similarly,  at  the  two  large 
contractors,  we  identified  about  $4.4  million  in  unallowable  or 
questionable  overhead  costs. 

The  government  will  not  necessarily  bear  the  burden  for  all  of  the 
unallowable  or  questionable  costs  we  identified.   The  government's 
portion  depends  on  the  mix  of  defense  versus  commercial  business 
performed  by  the  contractors  and  the  types  of  contracts  being  used. 

I  would  like  to  discuss  some  of  the  examples  of  unallowable  and 
questionable  overhead  costs  we  Identified  at  the  eight  contractors. 

ALCOHOLIC  BEVERAGES 

The  PAR  states  that  alcoholic  beverage  costs  are  expressly 
unallowable  as  a  charge  against  government  contracts.  Yet,   at  six 
of  the  eight  contractors,  we  found  about  $26,000  in  overhead 
charges  for  alcoholic  beverages.   For  example,  one  contractor 
included  $1,621  for  a  Saturday  evening  "working"  dinner  attended  by 
21  employees  and  consultants  at  a  cost  of  $77  per  person.   The 
contractor  included  the  entire  bill,  even  though  it  included  $745 
for  alcoholic  beverages  and  a  bar  fee,  a  cost  of  $35  per  person. 


'Expressly  unallowable  costs  are  those  costs  that  are 
specifically  stated  to  be  unallowable  under  the  provisions  of  an 
applicable  law,  regulation,  or  contract.   Questionable  costs, 
generally,  are  those  costs  for  which  the  contractor  was  unable  to 
provide  adequate  support  or  where  the  nature,  purpose,  and 
reasonableness  of  the  expenditure  is  in  question. 
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Another  contractor  included  over  $2,100  In  its  overhead  charges  for 
alcohol  consumed  at  a  conference  for  the  company's  lawyers,  at  an 
employee's  farewell  dinner,  and  at  the  private  residence  of  a 
company  employee. 

PERSONAL  USE   OF  AUTOMOBILES  AND  BOATS 

Although  costs  for  the  personal  use  of  company  automobiles  are 
expressly  unallowable  under  the  Federal  Acquisition  Regulation, 
five  of  the  six  small  contractors  we  visited  included  about 
$173,000  in  their  overhead  costs  for  expenses  involving  employees ' 
personal  use  of  company  automobiles.   We  likewise  found  that  one  of 
the  major  contractors  charged  about  $28,000  in  its  overhead  claims 
for  employees  to  use  company- furnished  vehicles  for  personal  use. 

We  also  found  that  one  contractor  included  $62,000  in  its  overhead 
expenses  over  a  2-year  period  for  employees  to  use  the  company's 
boat  for  personal  matters.  According  to  contractor 
representatives,  the  boat,  a  46-foot  sportfishlng  vessel,  was  used 
for  product  testing  as  well  as  entertainment. 


IBAHHi 

Airfare  costs  are  limited  to  the  cost  of  the  lowest  standard 
commercial  airfare,  according  to  the  FAR.   However,  one  contractor 
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included  the  full  cost  of  two  chartered  aircraft  flights  in  its 
overhead  claim.   These  chartered  flights,  costing  about  119,300,  la 
significantly  more  than  standard  commercial  airfares.   For  example, 
in  June  1989,  three  company  executives  chartered  an  aircraft  for  a 
trip  to  a  conference.   The  trip  cost  $13,019,  or  about  $4,340  per 
person.   If  standard  commercial  airfares  for  these  executives  had 
been  used,  the  allowable  cost  would  have  been  about  $11,000  less. 

BUSINESS  MEETINGS 

Federal  regulations  allow  contractors  to  charge  the  government  for 
costs  associated  with  business  meetings.   However,  we  found  some 
contractors  charged  the  government  for  a  number  of  trips  to  resort 
locations  outside  the  United  States.   For  example,  one  contractor 
included  about  $50,000  in  Its  overhead  costs  for  travel  expenses 
associated  with  its  annual  management  meeting  held  in  Bermuda  for 
40  employees  and  a  consultant.   Thirty-six  spouses  and  guests  went 
on  the  trip  at  their  own  expense. 

Another  contractor,  over  a  2-year  period,  included  about  $333,000 
in  its  overhead  costs  for  travel  to  Mexico,  Jamaica,  and  the  Grand 
Cayman  Island  for  annual  management  and  business  meetings.   For 
example,  the  contractor  charged  about  $102,000  to  its  overhead 
costs  for  151  employees  (over  one-third  of  its  employees)  to  travel 
to  Jamaica  to  attend  its  annual  business  meeting.   The  employees 
brought  112  spouses  or  guests,  mostly  at  their  own  expense. 
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According  to  tha  contractor,  the  purpose  of  the  trip  was  to  review 
operating  policy  and  marketing  strategy  and  serve  as  a  stockholders 
meeting.   Company  officials  advised  us  that  such  meetings  are: 

.  .intended  to  promote  a  corporate  ' cones iveness'  via 
both  social  and  business  interaction.  .  .  and  .  .  .  combine 
business  and  fun  via  an  opportunity  to  extend  to  a  low  cost 
vacation  (at  personal  expense)  in  a  resort  area.   Employees 
are  encouraged  to  bring  their  spouses  or  families." 

The  company  claims  that  the  additional  costs  of  meetings  in  resort 
areas  are  a  form  of  incentive  compensation. 

I 
We  do  not  question  the  need  to  have  legitimate  business  meetings. 

However,  we  do  question  whether  the  government  should  pay  for 

events  that  have  the  character  of  a  vacation,  especially  in 

tropical  resorts  outside  the  United  States. 


EPTSHTAiMfEHT 

The  Federal  Acquisition  Regulation  does  not  allow  contractors  to 
charge  the  government  for  entertainment  costs  involving  social 
activities  and  tickets  to  sporting  events  and  shows.   However,  the 
regulation  on  entertainment  costs  refers,  without  any  explanation, 
to  the  cost  principle  on  employee  morale  and  welfare  costs,  which 
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are  generally  allowable.   Because  of  this  reference,  some 
contractors  maintain  that  entertainment-type  expenses  for  employees 
are  an  allowable  cost  of  maintaining  employee  morale  and  welfare 
and  included  such  costs  in  their  overhead  claims.   For  example, 
over  a  2-year  period,  one  contractor  included  $14,000  in  its 
overhead  costs  for  tickets  and  parking  for  professional  sporting 
events  (Boston  Red  Sox  and  Boston  Celtics  games),  $10,000  for 
schooner  rentals  for  40  employees  and  their  guests,  $5,800  for 
running  shoes  for  employees,  and  about  $12,000  for  cable  television 
charges  for  retirees. 

Using  the  regulation  on  employee  morale  and  welfare  costs  to  claim 
costs  for  social  activities  and  tickets  to  sporting  events  and 
shows  is  questionable,  we  believe,  because  the  Federal  Acquisition 
Regulation  on  entertainment  specifically  disallows  these  costs. 

Another  contractor  included  about  $10,600  in  its  overhead  costs  for 
a  Christmas  party  for  about  104  of  its  Washington,  D.C.,  area 
employees  and  their  guests.   The  party  cost  about  $102  per  person, 
which  included  costs  for  decorations  and  flowers,  a  disc  jockey, 
and  a  magician.   Also  included  in  the  overhead  charges  was  the  cost 
of  lottery  tickets  given  to  employees  and  their  guests  as  Christmas 
party  prizes. 
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One  contractor  charged  over  $14,500  to  overhead  for  entertainment. 
The  charges  Included 

-$3,411  for  a  banquet  for  the  company's  lawyers  (identified 
on  the  conference  agenda  as  a  reception,  dinner,  and  social 
event ) ; 

-$2,482  to  entertain  76  bankers; 

-$2,184  for  a  hospitality  suite  at  the  1991  Tailhook 
convention;  and, 

-$2,900  for  various  social  activities,  including  a  chill 
cook-off,  an  Italian-American  dinner,  golf  outings  and 
greens  fees,  the  tickets  to  the  Philadelphia  Philharmonic. 


ACTIOWS  HEEDED  TO  SQLVE  THE  PROBLEM 

Over  the  years  a  number  of  actions  have  been  taken  in  an  attempt  to 
address  the  problem  of  unellowabla  costs,   in  1985,  the  Department 
of  Defense  started  requiring  contractors  to  certify  thet  their 
overhead  claims  excluded  unallowable  costs.   Penalties  were  also 
legislated  by  the  Congress  as  a  deterrent  against  unallowable 
overhead  costs . 
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Despite  such  actions/  however,  we  continue  to  see  unallowable  and 
questionable  overhead  coats  charged  to  government  contracts.   There 
ia  no  magic  solution  to  this  persistent  and  widespread  problem,  but 
we  believe  Improvements  are  possible  if  the  government  would  take 
the  following  actions. 

— Clarify  the  regulations,  especially  for  selected  types  of 
overhead  costs,  like  entertainment  and  employee  morale  and 
welfare. 

— Explore  innovative  approaches  to  reimbursing  contractor 
overhead  costs  such  as  capping  the  expenses  that  can  be 
charged  for  selected  types  of  overhead  costs. 

— Increase  the  purchase  of  commercial  products  as  provided 
for  in  current  acquisition  reform  proposals  as  a  way  to 
move  away  from  cost-based  contracting  toward  market- 
determined  prices . 

We  also  believe  contractors  must  do  their  part.   Company  executives 
must  send  a  clear  and  strong  message  that  unallowable  costs  are  not 
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an  acceptable  cost  of  doing  business  with  the  government. 
Likewise,  company  managers  at  all  levels  must  pay  more  attention 
and  place  more  emphasis  on  unallowable  costs. 


Mr.  Chairman,  that  concludes  my  statement.   I  will  be  pleased  to 
answer  any  questions  that  you  or  other  committee  members  may  have. 
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APPENDIX  I  APPENDIX  I 


GAP  REPORTS  AND  TESTIMONY  ON  OVERHEAD  COSTS 

Energy  Management;  Controls  Over  the  Livermore  Laboratory' 8 
Indirect  Costa  Are  Inadequate  (GAO/RCED-94-34 ,  Nov.  16,  1993). 

Overhead  Costa:  Unallowable  and  Questionable  Costa  Charged  by 
McDonnell  Douolaa  Corporation  (GAO/T-NSIAD-94-60,  Oct.  13,  1993). 

Medicare;  Better  Guidance  la  Needed  to  Preclude  Inappropriate 
General  and  Administrative  Charges  (GAO/NSIAD-94-13,  Oct.  15, 
1993)  . 

Overhead  Costa;  Unallowable  and  Questionable  Coats  Charged  to 
Medicare  bv  Hospital  Corporation  of  America  (GAO/T-NSIAD-93-16, 
June  23,  1993). 

Superfund;  EPA  Action  Could  Have  Minimized  Program  Management  Costa 
(GAO/RCED-93-136,  June  7,  1993). 

Energy  Management;  Types  of  Allowable  and  Unallowable  Costs 
Incurred  Under  Two  doe  Contracts  (GAO/RCED-93-76FS,  Jan.  29,  1993). 

Federal  Contracting;  Cost-effective  Contract  Management  Requires 
Sustained  Commitment  (GA0NT-RCED-93-2,  Dec.  3,  1992). 

Contract  Pricing;  Unallowable  Costs  Charged  to  Defense  Contracts 
(GA0/NSIAD-93-79,  Nov.  20,  1992). 

Review  of  the  Central  Oversight  of  Contracting  at  the  Department  of 
Transportation  (GAO/RCED-93-67R,  Nov.  19,  1992). 

Federal  Research;  System  for  Reimbursing  Universities'  Indirect 
Coats  Should  Be  Reevaluated  (GAO/RCED-92-203,  Aug.  26,  1992). 

Energy  Management;  Entertainment  Coats  Under  DOE's  Uranium 
Enrichment  Production  Contract  (GAO/RCED-92-230FS,  July  30,  1992). 

Federally  Sponsored  Contracts;  Unallowable  and  Questionable 
Indirect  Coats  Claimed  bv  CH2M  Hill  (GAO-T-RCED-92-37,  Mar.  19, 
1992) . 

Federally  Sponsored  Research:  Indirect  Costs  Charged  bv  Selected 
Universities  (GAO/T-RCED-92-20,  Jan.  29,  1992). 

Federally  Sponsored  Research:  Indirect  Costs  Charged  bv  Stanford 
University  (GAO/T-RCED-91-18,  Mar.  13,  1991). 
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APPENDIX  I  APPENDIX  I 


Govtrnnunt  Contracting!  Contractor  Promotional  Advertising  Coata 
Are  Unallowable  (GAO/NSIAD-90-52 ,  Apr.  10,  1990). 

Unallowable  Coata  i  improved  coat  Principles  Should  Reduce 

Inconaiatent  Treatment  of  Theae  Coata  (GAO/HSIAD-87-11,  Oct.  10, 
1986). 

lamroveaente  Needed  in  Department  of  Defenae  Procedurea  to  Prevent 
Reimburaeaent  o£  Unallowable  Coats  on  Government  Contracta 
(OAO/NSIAD-85-61,  May  7,  198S). 

Amblauoua  Federal  Acoulaltlon  Regulation  Criteria  on  Defenaa 
Confcractora'  Public  Relatione  Coata  (GAO/N8IAD-85-20,  Oct.  29, 
1984). 
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Chairman  Sasser.  In  the  defense  area,  as  I  understand  it,  what 
you  have  done  is  take  a  look  at  six  small  contractors,  and  in  the 
jargon  of  the  Department  of  Defense,  these  are  contractors  who 
have  contacts  of  under  $11  million.  Is  that  what  you  said? 

Mr.  Cooper.  Some  have  $11  million.  Up  to  $100  million.  But 
these  are  small  contractors,  yes. 

Chairman  Sasser.  But  these  are  still  considered  small  contrac- 
tors by  the  Department  of  Defense  standards. 

Mr.  Cooper.  That  is  true. 

Chairman  Sasser.  Now,  these  companies  had  already  been  au- 
dited by  the  Department  of  Defense  auditors  before  you  came  back 
and  did  a  re-audit.  And  the  Department  of  Defense  had  found  $2 
million  in  unallowable  and  questionable  costs;  is  that  correct? 

Mr.  Cooper.  They  identified  $1  million.  We  identified  an  addi- 
tional $2  million  on  top  of  that. 

Chairman  Sasser.  So  DOD  found  $1  million  in  unallowable 
costs. 

Mr.  Cooper.  That  is  correct. 

Chairman  SASSER.  When  you  did  the  re-audit,  you  found  an  addi- 
tional $2  million  in  unallowable  costs. 

Mr.  Cooper.  Yes,  sir. 

Chairman  SASSER.  Now,  it  is  my  understanding  that  there  are 
over  16,000  defense  contractors  and  subcontractors.  Could  you  tell 
us  the  annual  value  of  contracts  that  the  Pentagon  signs  every 
year  with  these  16,000  contractors  and  subcontractors? 

Mr.  Cooper.  The  Department  of  Defense,  I  think  in  1992  they 
awarded  contracts  in  the  neighborhood  of  $120  billion,  and  it  was 
just  slightly  less  than  that  for  1993. 

Chairman  Sasser.  Now,  based  on  your  work  for  this  committee, 
and  for  others,  is  there  any  way  to  quantify  the  extent  to  which  de- 
fense contractors  are  using  taxpayer  dollars  to  pad  their  overhead 
charges?  If  you  are  getting  $3  million  here  out  of  six  small  compa- 
nies, can  you  make  a  guess  or  make  an  informed  determination 
about  the  extent  to  which  taxpayers'  dollars  are  being  used  to  pad 
the  overhead  charges  of  the  16,000  contractors?  Just  give  the  com- 
mittee some  order  of  magnitude  of  what  that  total  could  be. 

Mr.  Cooper.  I  will  take  a  shot  at  that.  I  think  first  I  would  like 
to  comment  that  what  we  are  talking  about  here  today  is  just  the 
tip  of  the  iceberg.  As  you  know,  most  of  the  iceberg  is  below  the 
surface. 

I  think  if  you  try  to  identify  the  total  magnitude  of  the  problem, 
the  best  information  that  probably  exists  in  that  regard  is  to  look 
at  the  results  of  the  Defense  Contract  Audit  Agency  reviews.  In 
1991,  1992,  and  1993,  in  total  they  questioned  nearly  $3  billion  of 
the  dollars  they  examined  in  the  incurred  cost  audits  that  they  per- 
formed. That  is  roughly  1.3  percent  of  what  they  look  at. 

Now,  going  into  1994,  DCAA  estimating  that  they  would  be  look- 
ing at  another  $230  billion  of  incurred  costs.  So  if  you  apply  that 
same  percentage,  you  are  probably  looking  at  maybe  another  $3 
billion  on  costs  that  have  yet  to  be  audited.  So  you  are  probably 
talking  on  the  order  of  a  $6  billion  figure. 

Chairman  SASSER.  Over  what  period  of  time? 

Mr.  Cooper.  That  is  for  the  last  3  years,  plus  the  costs  that  have 
yet  to  be  audited,  which  could  go  back  even  further. 
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Chairman  SASSER.  Now,  Mr.  Cooper,  that  is  what  the  Defense 
Contract  Audit  Agency  is  saying;  isn  t  that  correct? 

Mr.  Cooper.  That  is  true. 

Chairman  Sasser.  But  when  the  GAO  came  along  and  re-audited 
six  small  companies  the  Defense  Contract  Audit  Agency  had  al- 
ready audited,  where  they  had  found  $1  million  worth  of  unallow- 
able expenses,  the  GAO  came  along  and  found  an  additional  $2 
million  of  unallowable  expenses. 

Mr.  Cooper.  Yes. 

Chairman  Sasser.  So  if  your  view  is  that  they  have  got  $6  billion 
worth  of  unallowable  expenses  using  the  Defense  Contract  Audit 
Agency  standards,  if  it  holds  true  that  the  GAO  then  comes  along 
and  finds  twice  as  much  in  unallowables  as  the  Defense  Contract 
Audit  Agency  does,  we  could  be  talking  here  about  as  much  as  $9 
billion. 

Mr.  Cooper.  Probably  significantly  more  than  the  $6  billion,  yes. 
A  very  sizable  amount  of  money. 

Chairman  Sasser.  We  could  be  talking  about  $18  billion. 

Mr.  Cooper.  I  cannot  give  you  any  precise  number,  but  certainly 
several  billion  dollars. 

Chairman  Sasser.  Well,  these  are  extraordinarily  large  sums  of 
money  that  represent  very,  very  significant  savings.  As  Senator 
Conrad  and  Senator  Grassley  know,  we  struggle  and  strain  here  to 
be  able  to  find  $1  or  $2  billion  in  savings,  cut  programs  to  do  that, 
even  raise  revenues  sometimes.  And  if  we  have  got  $15  or  $18  bil- 
lion worth  of  unallowable  costs  out  there  in  these  defense  contrac- 
tors, then  we  have  indeed  found  a  treasure  trove  of  savings  for  the 
taxpayer,  and  we  are  going  to  take  a  treasure  trove  of  abuses  away 
from  these  contractors.  That  is  an  extraordinary  figure. 

Now,  we  are  talking  here  just  about  the  audits  of  the  Depart- 
ment of  Defense  contractors. 

Mr.  Cooper.  Let  me  clarify  that,  Mr.  Chairman.  The  DCAA  not 
only  audits  defense  contractors,  but  they  also  audit  the  contracts 
that  are  awarded  by  many  of  the  civilian  agencies.  So  those  num- 
bers that  I  used  encompass  the  entire  workload  of  DCAA,  which 
encompasses  most  of  the  Federal  Government.  They  probably  audit 
90  percent  of  the  Federal  contracts,  the  costs  for  90  percent  of  the 
Federal  contractors. 

Chairman  Sasser.  Well,  other  divisions  within  the  General  Ac- 
counting Office  have  looked  at  the  books  of  universities  and 
Superfund  contractors,  health  care  providers.  Are  there  similar 
problems  in  these  areas?  Do  we  have  similar  problems  in  the  area 
of  health  care  providers  and  Superfund  contractors  and  universities 
that  you  think  you  have  found  in  the  Department  of  Defense? 

Mr.  Cooper.  I  think  the  problems  that  exist  there  are  probably 
even  more  severe  than  what  we  are  talking  about  at  the  Depart- 
ment of  Defense. 

Chairman  Sasser.  So  what  we  are  really  talking  about  here  is 
a  problem  that  extends  all  across  the  government,  isn't  it? 

Mr.  Cooper.  That  is  true.  We  think  it  is  widespread,  and  it  has 
been  a  persistent  problem  going  back  to  the  mid-1980's,  that  we 
know  of. 

Chairman  Sasser.  Just  let  me  ask  one  final  question,  and  then 
I  want  to  yield  to  my  colleagues  here.  Much  of  the  initial  support 
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for  the  General  Accounting  Office's  testimony  we  hear  today  was 
collected  really  over  a  year  ago. 

Some  would  argue  that  given  all  the  time  that  has  elapsed  since 
your  original  investigations,  it  is  possible  that  defense  contractors 
in  general,  with  the  assistance  of  the  Defense  Contract  Audit  Agen- 
cy, have  long  since  fixed  the  problem  of  excessive  overhead  costs 
and  excessive  overhead  submissions  for  payment  to  the  govern- 
ment. 

Has  GAO  performed  any  more  recent  work  than  that  of  a  year 
ago?  And  do  you  find  the  problems  have  been  fixed  or  are  they  as 
bad  as  ever? 

Mr.  Cooper.  The  problems  still  exist,  they  are  current,  and  we 
are  now  doing  four  other  assignments  requested  by  other  Members 
of  Congress  involving  NASA  contractors,  some  of  the  universities, 
and  that  work  continues  to  show  the  same  kind  of  expenses  that 
we  are  talking  about  here  today. 

Chairman  SASSER.  Are  you  saying  that  a  company  that  knew  the 
General  Accounting  Office  was  examining  its  books  and  that  the 
Senate  Budget  Committee  was  considering  a  hearing  on  this  issue, 
did  a  company  go  ahead  and  charge  the  taxpayer  for  another  trip 
to  another  exotic  locale  in  the  face  of  knowing  that  GAO  was  audit- 
ing their  books  and  that  the  Senate  Budget  Committee  was  going 
to  have  a  hearing  on  this  whole  problem? 

Mr.  Cooper.  Mr.  Chairman,  after  we  issued  the  report  to  you  on 
the  six  contractors,  we  did  some  follow-up  work.  At  one  of  those  lo- 
cations, we  found  another  $675,000  being  charged  for  overseas 
trips.  So  the  problems  are  continuing,  and  the  work  that  we  did 
there  really  has  not  had  the  kind  of  effect  we  hoped  it  would. 

Chairman  Sasser.  What  lesson  can  we  take  away  from  this  be- 
havior? When  they  know  they  are  going  to  be  audited,  when  they 
know  that  GAO  is  auditing  them,  when  they  know  the  Senate 
Budget  Committee  is  going  to  hold  hearings  on  the  whole  problem 
and  lay  it  out,  what  lesson  do  we  take  away  from  the  behavior 
where  they  continue  to  go  ahead,  at  least  one  contractor,  and  take 
these  exotic  trips  in  the  face  of  this  examination  and  charge  it  to 
the  government? 

Mr.  Cooper.  I  think,  Mr.  Chairman,  what  we  have  here  at  work 
is  a  culture,  and  it  is  a  culture  deeply  embedded  in  government 
contracting,  cost-based  contracting.  And  that  kind  of  culture  does 
not  change  overnight,  and  it  has  not  changed  for  the  last  several 
years.  We  have  seen  some  positive  actions  come  out  of  situations 
where  there  have  been  congressional  oversight  hearings  like  we  are 
having  here  today.  You  mentioned  the  improvements  we  are  start- 
ing to  see  with  the  universities,  some  of  the  improvements  we  are 
starting  to  see  in  the  medical  industry.  So  I  think  what  we  need 
is  continued  diligence  and  oversight  and  monitoring  and  bringing 
these  kinds  of  problems  to  the  attention  of  the  public,  and  hope- 
fully change  that  culture  that  exists. 

Chairman  Sasser.  Well,  Mr.  Cooper,  we  are  going  to  change  that 
culture.  We  are  going  to  continue  these  investigations.  We  are 
going  to  continue  hearings.  We  are  going  to  continue  digging  until 
we  root  out  this  culture  of  charging  to  the  taxpayer  these  unallow- 
able expenses  and  unreasonable  overhead  costs  under  any  cir- 
cumstances. 
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I  am  dedicated  to  it.  Senator  Grassley  is  dedicated  to  it.  Senator 
Conrad  is  dedicated  to  it.  I  am  sure  Senator  Simon  is.  And  we  are 
going  to  change  this  culture.  I  am  just  irate  and  offended  by  the 
fact  that  they  would  continue  to  charge  these  unreasonable  and  un- 
allowable expenses  to  taxpayers  knowing  the  General  Accounting 
Office  is  auditing  them  and  knowing  the  Senate  Budget  Committee 
is  going  to  hold  hearings  on  it. 

Senator  Grassley? 

Senator  Grassley.  Mr.  Chairman,  my  first  question  would  fit  in 
right  with  where  you  left  off,  and  so  I  would  ask  Mr.  Cooper:  If  the 
problem  is  not  this  employee  welfare  and  employee  morale  loop- 
hole, shouldn't  we  just  do  away  with  that  loophole?  And  the  jus- 
tification for  doing  away  with  it,  it  sounds  to  me  like  everything 
we  have  here  is  not  the  average  employee  welfare  and  morale  situ- 
ation. We  are  talking  about  CEO  welfare  and  morale,  aren't  we? 

Mr.  Cooper.  It  is  a  broader  problem  than  just  employee  morale 
and  welfare.  What  I  would  like  to  say,  Senator  Grassley,  is  that  we 
have  been  trying  to  close  that  loophole  on  the  employee  morale 
since  1986.  We  made  recommendations  in  1986,  and  again  in  1992 
in  response  to  the  work  we  did  for  this  committee,  and  it  is  inter- 
esting that  OMB  has  put  together  a  SWAT  team  to  look  at  civilian 
agency  cost-type  contracting.  They  have  identified  that  very  same 
problem  and  have  made  some  recommendations  in  December  of 
1992,  and  yet  we  still  do  not  have  any  changes  to  the  rules  in  place 
to  deal  with  that  particular  problem. 

Senator  Grassley.  I  would  suggest  that  when  some  of  these  pro- 
curement reform  bills  come  up  on  the  floor  of  the  Senate  that  clos- 
ing this  employee  welfare  and  morale  loophole,  after  you  have  tried 
to  do  it  and  cannot  do  it,  then  becomes  our  responsibility  to  see 
that  it  be  done. 

Mr.  Cooper.  I  would  welcome  your  help,  sir: 

Senator  Grassley.  My  next  question  is  just  in  the  way  of  clari- 
fication of  your  testimony.  When  we  talk  about  unallowable  and  al- 
lowable costs,  when  you  say  the  money  that  is  involved  here,  is  this 
money  that  we  have  already  given  to  the  contractors  and  we  are 
trying  to  get  it  back  now?  Or  is  this  money  that  they  are  telling 
us  that  they  are  entitled  to  that  we  have  not  given  them  yet  and 
they  are  trying  to  justify  their  getting? 

Mr.  Cooper.  It  is  really  both,  and  let  me  try  to  explain.  These 
overhead  expense  submissions  go  back  in  some  cases  to  the  late 
1980's,  and  those  overhead  expenses  are  continuing  to  be  audited 
by  the  Defense  Contract  Audit  Agency.  There  is  a  backlog  of  those 
incurred-cost  audits.  They  are  trying  to  work  that  backlog  off,  and 
I  am  sure  the  witness  from  DCAA  can  comment  more  on  that. 

But  it  involves  past  costs,  and  it  involves  the  future  costs  that 
are  being  borne  by  these  contractors  and  included  in  their  expense 
accounts. 

Senator  Grassley.  OK.  I  think  my  second  question  then  would 
follow  right  on  here.  Again,  I  do  not  want  to  single  out  a  particular 
company,  but  in  one  case,  McDonnell  Douglas,  I  want  to  use  them 
to  illustrate  a  point.  During  the  scandals  of  the  1980's,  most  con- 
tractors implemented  a  new  ethics  program.  McDonnell  Douglas 
wrote  their  ethics  code,  I  think  in  1983.  They  created  an  ombuds- 
man. They  created  a  civil  responsibility  committee  of  the  company's 
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board.  They  started  monitoring  employee  ethics  performances. 
Their  senior  managers  attended  workshops  on  ethics.  They  created 
a  10-page  ethics  handbook.  They  distributed  a  company  videotape 
and  discussion  guide  for  seminars,  and  they  extended  their  ethics 
program  and  revised  the  accounting  procedures. 

Now,  considering  all  that  and  just  using  one  company  as  an  ex- 
ample— because  I  am  sure  other  companies  tried  to  do  the  same 
thing,  probably  with  the  well-intended  benefit  of  their  self-policing 
this — why  didn't  any  of  this  work  10  years  later?  It  just  has  not 
worked,  right? 

Mr.  Cooper.  It  has  not,  no. 

Senator  Grassley.  Well,  why? 

Mr.  COOPER.  I  really  cannot  answer  that  question.  That  is  some- 
thing the  company  has  to  answer.  But  I  think  based  on  the  hearing 
we  had  over  on  the  House  side  on  McDonnell  Douglas,  I  think  that 
was  a  very  embarrassing  situation  for  the  company.  Again,  the 
value  of  some  of  these  oversight  hearings  is  to  prompt  more  man- 
agement attention  by  those  contractors.  And,  in  fact,  I  just  received 
a  memorandum  from  that  company  specifically,  dated  March  1st, 
where  the  chairman  has  directed  that  all  of  the  executives  of  the 
company  will  have  follow-up  training  on  what  unallowable  costs 
are,  how  penalties  are  applied,  and  hopefully  bring  some  more 
focus  and  management  attention  to  that  problem  there. 

Senator  Grassley.  In  your  testimony  today,  you  stated  that  un- 
allowable overhead  costs  are  a  significant  and  widespread  problem. 
You  cited  a  handful  of  GAO  reports  to  justify  the  claim.  I  would 
appreciate  your  providing  a  more  complete  rationale  for  these  as- 
sertions based  on  the  somewhat  limited  findings  that  we  are  hear- 
ing about  today.  In  other  words,  I  do  not  question  the  legitimacy 
of  what  you  say,  but  I  want  your  justification  for  these  being  a 
basis  for  saying  that  this  is  widespread. 

Mr.  Cooper.  OK.  My  basis  for  that,  Senator,  is  the  fact  that  we 
have  looked,  again,  in  the  health  industry  and  found  these  kinds 
of  problems;  we  have  looked  at  EPA  contractors  and  found  these 
kinds  of  problems;  we  have  looked  at  energy  contractors  and  found 
these  problems;  we  have  looked  at  defense  contractors  and  found 
these  problems. 

Everywhere  we  look,  we  find  this  problem,  and  these  problems 
go  back,  as  you  know,  well,  into  the  early  1980's. 

Senator  Grassley.  The  fiscal  year  1995  budget  submission  in- 
cludes $45  billion  for  defense  procurement.  This  total  is  only  one- 
third  of  the  amount  of  the  defense  spent  on  procurement  at  the 
peak  of  the  cold  war. 

Based  on  your  research,  how  much  of  this  $45  billion  can  we  ex- 
pect will  be  unallowable  overhead  costs  charged  by  defense  contrac- 
tors? 

Mr.  Cooper.  I  think  the  best  I  could  answer  that  is  going  back 
using  the  overall  DCAA  reports,  the  1.3  percent.  That  is  probably 
a  given,  that  is  probably  a  safe  estimate.  Conservatively  that  would 
be 

Senator  Grassley.  And  that  is  a  certain,  almost  a  minimum.  It 
could  be  more  than  that,  right? 

Mr.  Cooper.  Yes. 
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Senator  Grassley.  But  you  would  say  with  certainty  1.3  percent 
of  $45  billion  right  off  the  bat. 

Mr.  Cooper.  If  DCAA's  results  hold  up  on  those,  when  contracts 
are  awarded  for  that  procurement,  yes. 

Senator  Grassley.  It  seems  to  me,  Mr.  Chairman,  a  simple  an- 
swer is  just  to  do  away  with  that  welfare  and  morale  loophole  that 
we  have  there.  It  is  being  so  abused  anyway. 

Chairman  Sasser.  Well,  I  think  that  may  be  a  very  logical  and 
valid  suggestion,  Senator  Grassley. 

Senator  Conrad? 

Senator  Conrad.  Mr.  Cooper,  if  the  same  ratios  hold  of  DCAA's 
original  investigations  compared  to  what  you  found  when  you  went 
in  and  re-audited,  wouldn't  the  $6  billion  the  DCAA  has  currently 
got  on  their  books  for  the  last  3  years  be  $18  billion  in  total? 

Mr.  Cooper.  I  think  the  way  I  would  look  at  that  is  they  have 
identified  $3  billion  in  the  prior  3  years.  If  that  same  trend  holds 
true  for  the  costs  yet  to  be  audited  by  DCAA,  that  is  another  $3 
billion. 

Now,  if  you  use  the  2  to  1  ratio,  I  would  say  the  6  becomes  12, 
mathematically.  That  is  a  little  bit  of  guesstimating  there,  but 

Senator  Conrad.  But  you  found  $2  for  every  $1  that  they  found. 
If  they  find  $6  billion,  it  would  be  another  $12  billion,  would  it  not? 

Mr.  Cooper.  That  is  possible.  Yes,  sir. 

Senator  Conrad.  It  would  be  $18  billion. 

Mr.  Chairman,  we  are  on  to  something  here.  I  think  that  has  got 
extraordinary  implications.  Mr.  Cooper,  I  think  you  have  done  ex- 
tremely good  work  in  responding  to  our  inquiry,  because  we  are 
talking  here — we  are  not  talking  about  some  garden  variety  little 
slippage  here  in  these  contract  numbers.  We  are  talking  about 
huge  sums  of  money.  And  when  we  go  to  the  question  of  whether 
or  not  anything  has  changed,  isn't  it  the  case  that  literally  months 
after  your  review  one  of  these  companies  took  their  biggest  trip 
ever? 

Mr.  Cooper.  That  is  correct. 

Senator  Conrad.  Went  to  Hawaii  and  sent  in  a  bill  for  almost 
a  quarter  of  a  million  dollars.  Is  that  the  case? 

Mr.  Cooper.  That  is  correct.  Based  on  the  follow-up  we  did,  with 
DCAA's  assistance,  the  company  that  you  are  talking  about,  the  ex- 
penses for  that  trip  to  Hawaii  were  almost  $230,000,  the  largest 
amount  yet  to  be  charged  for  the  overseas  business  conference. 

Senator  CONRAD.  And  this  is  after  your  going  in  and  auditing 
and  after  they  are  fully  aware  that  the  Budget  Committee  is  con- 
ducting an  investigation? 

Mr.  Cooper.  Yes.  I  cannot  explain  it. 

Senator  Conrad.  I  think  you  hit  the  nail  on  the  head  when  you 
said  this  is  a  matter  of  culture.  I  mean,  these  people  apparently 
have  no  shame,  no  conscience,  no  concern.  After  you  were  in  there 
and  pointed  out  to  them  the  inappropriateness  of  what  they  had  al- 
ready done,  they  go  and  do  it  even  bigger.  Isn't  that  what  has  hap- 
pened? 

Mr.  Cooper.  That  is  what  happened.  Yes,  sir. 

Senator  Conrad.  Have  you  had  any  conversations  with  people 
who  are  executives  of  that  company? 

Mr.  Cooper.  No. 
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Senator  Conrad.  Or  did  you  have  a  chance  to  inquire  as  to  what 
their  thinking  was? 

Mr.  Cooper.  We  have  not  had  any  conversations  with  that  com- 
pany since  we  finished  the  work  originally  for  you. 

Senator  Conrad.  What  was  the  attitude  when  you  were  review- 
ing these  inappropriate  expenditures  with  them  at  the  time  you 
were  doing  the  audit?  What  would  you  say,  how  would  you  charac- 
terize the  attitude? 

Mr.  Cooper.  Well,  the  explanation  that  they  tried  to  provide  to 
us,  again,  it  kind  of  falls  into  this  employee  morale  gray  area,  and 
they  also  tried  to  explain  that  they  needed  to  do  these  kinds  of 
things  for  their  employees  in  order  to  attract  the  best  and  brightest 
people. 

Senator  Conrad.  They  needed  to  go  to  Hawaii  and  bill  it  to  the 
taxpayers  in  order  to  attract  the  best  people? 

Mr.  Cooper.  That  was  the  explanation  they  gave  us. 

Senator  Conrad.  I  assume  you  did  not  accept  that  explanation. 

Mr.  Cooper.  No,  sir.  We  did  not  put  much  credibility  in  that. 

Senator  Conrad.  Well,  Mr.  Chairman,  it  really  is  extraordinary. 
Even  when  these  people  are  found  out,  when  they  are  caught  red- 
handed  with  their  hands  in  the  cookie  jar,  they  go  put  their  paw 
in  another  cookie  jar.  And  I  do  not  know  whether  they  are  antici- 
pating that  absolutely  nothing  will  be  done.  I  frankly  think  we 
should  raise  the  question  of  whether  criminal  penalties  would  be 
appropriate. 

I  would  ask  you,  Mr.  Cooper,  when  we  are  talking  about  a  cul- 
ture that  apparently  infests  these  organizations,  is  it  your  judg- 
ment that  criminal  penalties  might  be  appropriate  in  certain  cir- 
cumstances? 

Mr.  Cooper.  I  am  not  a  lawyer,  sir,  but  I  would  not  feel  com- 
fortable saying  that  criminal  penalties  should  be  provided.  I  think 
what  needs  to  be  done  is  to  get  that  loophole  that  we  are  talking 
about,  employee  morale  costs,  fixed  once  and  for  all  and  to  try  to 
get  away  from  these  things  in  the  future  and  not  have  that  happen 
again. 

Senator  CONRAD.  Well,  I  thank  you,  Mr.  Cooper.  I  thank  you  for 
your  excellent  work  on  this  investigation.  I  think  you  have  done 
not  only  this  committee  a  service  but  the  country  as  well. 

Mr.  Cooper.  Thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Conrad. 

Senator  Simon? 

Senator  Simon.  Thank  you,  Mr.  Chairman.  And  I  say  thank  you, 
Mr.  Chairman,  for  holding  these  hearings.  This  is  outrageous. 

I  just  came  from  a  hearing,  Select  Committee  on  Indian  Affairs, 
where  they  explained  that  they  are  asking  for  $336,000  less,  for  ex- 
ample, for  dental  services  for  Indian  children.  And  I  said  to  the 
doctor  who  was  testifying, 

Is  there  any  evidence  that  there  is  an  improvement  in  dental  health  for  Indian  chil- 
dren? 

And  he  said, 

No,  but  we  have  just  got  to  squeeze  somewhere  in  our  budget. 
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And  I  compare  that  with  what  is  going  on  here,  and  it  really  is  ab- 
solutely outrageous.  And  I  think  Senator  Grassley  is  right  in  terms 
of  that  we  ought  to  be  closing  that  loophole. 

In  response  to  Senator  Conrad's  question,  you  mentioned  just  one 
company.  I  think  we  ought  to  get  the  name  of  that  company  out 
on  the  record. 

Mr.  Cooper.  That  company  was  Sparta  on  the  west  coast. 

Senator  Simon.  You  know,  that  just  is  indefensible.  I  looked 
through  some  of  the  details  here.  Among  other  things,  we  are  pay- 
ing fees  for  congressional  lobbyists  $24,500;  $6,000  for  season  tick- 
ets to  the  Boston  Red  Sox.  And  then  there  is  a  merger  and  acquisi- 
tions of  $1.9  million.  What  in  the  world  is  that? 

Mr.  Cooper.  That  is  an  expense  that  one  of  the  major  contrac- 
tors incurred  to  set  up  what  they  called  a  new  business  develop- 
ment unit.  What  happened  in  that  regard  is  that  there  was  some 
sloppy  accounting  for  that  $1.9  million.  They  did  not  identify  what 
was  allowable  or  unallowable,  and  as  a  result  of  that,  we  ques- 
tioned that  amount  as  something  that  needed  to  be  looked  further 
at  and  get  some  better  documentation  on  exactly  what  those  ex- 
penses were  for. 

Senator  Simon.  And  we  just  do  not  really  know  yet  what  that  is 
for? 

Mr.  Cooper.  That  process  is  going  on  right  now,  trying  to  get 
some  clarification  on  that. 

Senator  Simon.  All  right.  Well,  I  thank  you  for  your  testimony. 

Mr.  Chairman,  have  we  asked  these  companies  to  come  in  and 
testify? 

Chairman  Sasser.  Yes,  Senator  Simon.  The  companies  were 
given  the  opportunity  to  come  in  and  testify,  all  six  of  them,  and 
they  declined  to  appear. 

Senator  SlMON.  Well,  I  can  certainly  understand  why  they  de- 
clined to  appear.  I  would  be  embarrassed. 

Chairman  Sasser.  I  think  some  of  them  may  be  on  a  trip  to  Ha- 
waii and  could  not  work  it  in  their  schedule. 

Senator  Simon.  And  unable  to  attend.  [Laughter.] 

Senator  Simon.  Well,  I  think,  Mr.  Chairman,  you  have  performed 
in  many  ways  a  valuable  service  as  chairman  of  this  committee, 
but  I  think  this  is  one  of  the  things  that  really — this  is  the  kind 
of  thing  that  really  gets  people  up  in — I  was  going  to  say  "up  in 
arms,"  but  that  is  probably  not  the  appropriate  phrase,  considering 
these  are  defense  contracts.  But  it  really  is  outrageous.  We  clearly 
have  to  close  this  loophole,  and  they  have  to  get  the  message  that 
they  cannot  get  by  with  this. 

I  also  think  at  some  point  we  have  to — Senator  Conrad  men- 
tioned the  possibility  of  criminal  penalties.  This  is  a  long  way  from 
a  criminal  penalty,  but  I  think  even  subpoenaing  these  companies 
to  come  and  testify  and  get  them  before  these  television  lights  and 
have  them  explain  about  trips  to  Jamaica  and  that  sort  of  thing. 
If  the  Chairman  is  so  inclined,  I  would  certainly  go  along  with  a 
request  for  subpoena  power  to  get  these  contractors  in. 

Mr.  Cooper.  Senator,  if  I  could  just  comment  on  that? 

Senator  Simon.  Yes. 

Mr.  Cooper.  I  have  a  very  interesting  story  to  tell.  Back  in  1992, 
there  were  some  hearings  over  on  the  House  side,  and  I  have  a 
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memorandum  here  from  a  company  out  on  the  west  coast  that  was 
not  involved  in  that  hearing  but  feared  the  consequences  of  the 
kind  of  oversight  that  was  provided  by  hearings  like  this.  And  that 
company  sent  this  directive  out  to  all  of  its  employees,  and  if  I 
could  just  for  a  second  read  a  couple  of  things  from  it. 

Senator  Simon.  All  right. 

Mr.  Cooper.  It  says, 

Indeed,  if  we  had  been  audited  in  the  same  manner  as  the  EPA  contractors,  the 
auditors  would  have  found,  as  our  internal  auditors  did,  that  we  had  included  costs 
in  our  overhead  for  such  items  as  boat  cruises  and  casino  equipment  rental,  admis- 
sions to  zoos  and  payments  to  zookeepers,  pony  rides,  hay  rides,  dancers,  clowns, 
golf  balls,  golf  rental  clubs,  remote  control  airplanes. 

And  then  the  direction  to  the  employees  went  on  to  say, 

I  commend  you  to  ask  the  following  questions  when  evaluating  the  allowability  of 
costs:  Would  you  want  to  and  can  you  explain  the  expense  to  the  readers  of  your 
local  newspapers?  If  no,  don't  charge  it  to  the  government.  Is  the  event  more  social 
than  business?  If  yes,  don't  charge  it  to  the  government.  Can  the  cost  or  frequency 
of  the  activity  be  criticized  as  excessive?  If  the  answer  is  yes,  charge  that  excessive 
amount  to  unallowable  costs. 

I  think  if  we  had  government  contractors  following  this  model, 
we  would  see  the  change  of  culture  that  we  are  all  after. 

Senator  Simon.  We  sure  would.  Mr.  Cooper,  I  thank  you.  Thank 
you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Simon. 

Mr.  Cooper,  hearing  you  lay  out  for  us  today  this  culture  that 
charges  the  Federal  Government  with  these  expenses  that  should 
certainly  be  unallowable,  and  I  think  are  outrageous,  reminds  me 
that  Monday  of  this  week  I  was  in  a  public  school  in  Memphis,  TN, 
an  elementary  school  in  a  very  poor  area  of  that  city,  where  teach- 
ers are  struggling  every  day  to  try  to  teach  these  children  in  this 
inner-city  area,  to  try  to  give  them  a  chance.  And  as  I  was  leaving 
this  school,  one  of  the  teachers  came  up  to  me  with  tears  in  her 
eyes  and  said, 

Senator,  they  are  canceling  the  summer  reading  program.  The  summer  reading  pro- 
gram that  goes,  Senator  Simon,  from  8  o'clock  in  the  morning  to  12  noon  and  pro- 
vides these  young  children  there  with  breakfast  and  lunch  in  addition  to  continuing 
to  teach  them  how  to  read,  to  keep  them  off  the  streets  in  the  summertime,  to  try 
to  put  their  feet  on  the  road  to  a  better  life.  It  is  being  canceled  because  they  do 
not  have  funding. 

Then  we  come  in  here  and,  thanks  to  Mr.  Cooper,  we  learn  that 
literally  billions  and  billions  and  billions  of  taxpayers'  dollars  are 
being  wasted  on  these  outrageous  trips  and  all  sorts  of  other  boon- 
doggles. It  is  just  outrageous,  and  we  have  got  to  put  a  stop  to  this. 

I  do  not  have  any  other  questions  of  Mr.  Cooper  unless  some  of 
our  other  colleagues  do.  Senator  Grassley,  do  you  have  additional 
questions? 

Senator  GRASSLEY.  Well,  I  am  going  to  submit  questions  on  vol- 
untary disclosure  for  answers  in  writing. 

I  would  also  just  follow  up  on  what  you  said  and  not  dispute  any- 
thing you  just  said.  But  we  also  have  a  situation  at  the  Defense 
Department  where  they  are  still  over-programmed  by  $20  billion, 
and  they  are  going  to  have  to  find  some  way  to  either  cut  some  of 
those  programs  out  or  pay  for  those  programs,  because  they  are  not 
going  to  get  the  money  from  the  Congress.  And  this  may  be  one 
way  for  people  in  the  Defense  Department  to  help  themselves  with 
a  very  serious  problem  they  have. 
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Also,  if  I  could,  Mr.  Chairman,  before  he  leaves,  only  because  we 
have  mentioned  McDonnell  Douglas  and  we  have  mentioned  Spar- 
ta, I  would  like  to  give  the  names  of  the  other  firms  that  are  in- 
volved in  the  GAO  review  so  that  we  know  that  it  is  not  just  those 
two:  Electromagnetic  Sciences,  Foster  Miller,  Inc.,  M — I  do  not 
know  what  the  name  of  this  company  is — M/A-Com  Inc.,  of  Wake- 
field, Massachusetts;  Sipican,  Inc.;  I  already  mentioned  Sparta;  and 
SRS  Technologies.  I  would  just  like  to  have  that  as  a  matter  of 
record. 

Chairman  Sasser.  Fine. 

Senator  Grassley.  I  yield  the  floor. 

Chairman  Sasser.  We  will  put  that  in  the  record.  I  think  the 
point  should  be  made  that  not  all  of  these  companies  are  equally 
culpable.  Some  are  more  culpable  than  others,  and  so  we  cannot — 
only  one  company,  after  learning  that  the  General  Accounting  Of- 
fice was  making  an  investigation  and  after  learning  that  this  com- 
mittee was  going  to  hold  hearings  on  this  whole  constellation  of 
abuses,  only  one  company  had  the  effrontery  to  go  ahead  and  plan 
and  execute  a  trip  to  Hawaii  to  the  tune  of  over  $200,000,  billing 
it  to  the  taxpayers. 

Any  further  questions  of  Mr.  Cooper,  gentlemen? 

[No  response.] 

Chairman  SASSER.  If  not,  Mr.  Cooper,  we  thank  you  very  much 
for  your  testimony  here  today.  I  think  you  and  your  colleagues  at 
the  General  Accounting  Office  have  rendered  a  very  valuable  serv- 
ice to  the  people  of  this  country  in  exposing  this  problem.  Frankly, 
I  want  to  commend  you  for  it  and  urge  you  to  keep  up  the  good 
work.  Thank  you  very  much. 

Mr.  Cooper.  Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Our  next  witness  this  morning  will  be  Mi- 
chael J.  Thibault,  Assistant  Director  for  Policy  and  Plans  at  the 
Defense  Contract  Audit  Agency.  On  behalf  of  the  Budget  Commit- 
tee, I  would  like  to  thank  Mr.  Thibault  and  his  agency  for  their  re- 
sponsiveness to  this  committee's  requests. 

Welcome  to  you,  Mr.  Thibault,  and  we  look  forward  to  your  testi- 
mony, and  you  may  proceed. 

STATEMENT  OF  MICHAEL  J.  THIBAULT,  ASSISTANT  DIRECTOR, 
POLICY  AND  PLANS,  DEFENSE  CONTRACT  AUDIT  AGENCY 

Mr.  Thibault.  Thank  you,  Mr.  Senator.  If  it  is  acceptable  with 
you,  I  would  like  to  briefly  summarize  key  parts  of  my  statement 
and  then  request  that  the  entire  statement  be  entered  as  written. 

Chairman  Sasser.  Your  entire  statement  will  be  entered  in  the 
record  as  if  read. 

Mr.  Thibault.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  this  committee,  as  you  have  re- 
quested, I  will  describe  the  mission  and  activities  of  the  Defense 
Contract  Audit  Agency  as  they  relate  to  the  audit  of  costs  incurred 
by  defense  contractors. 

The  DCAA  mission  is  to  perform  all  necessary  contract  audits  for 
DOD  and  to  provide  accounting  and  financial  advisory  services  re- 
garding contracts  and  subcontracts  to  all  DOD  components  respon- 
sible for  procurement  and  contract  administration.     . 
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In  total,  DCAA  questioned  about  $2.9  billion  in  fiscal  year  1993. 
This  includes  the  results  of  forward  pricing,  defective  pricing,  and 
other  audit  evaluations.  The  agency  completed  over  3,500  incurred- 
cost  audits,  examining  about  $84.7  billion  of  claimed  costs.  During 
this  same  1-year  period,  1993,  DCAA  questioned  in  excess  of  $936 
million  of  claimed  incurred  costs. 

Expanding  upon  that  data,  over  the  last  2-year  period,  1992- 
1993,  at  the  17  largest  DOD  contractors  DCAA  questioned  an  aver- 
age of  $48  million,  or  approximately  $820  million.  This  ranges  from 
$7.3  million  at  the  lowest  to  over  $171  million  at  the  highest. 

In  planning  and  conducting  incurred-cost  audits,  the  auditors  de- 
sign and  perform  appropriate  audit  steps  and  procedures  which,  in 
their  professional  judgment,  will  provide  reasonable  assurance  that 
significant  amounts  of  contractor  claimed  unallowable  costs  will  be 
detected. 

It  is  the  responsibility  of  contractors  to  adhere  to  the  terms  and 
conditions  of  their  contracts.  This  responsibility  includes  the  estab- 
lishment of  an  effective  system  of  internal  controls  to  ensure  the 
proper  recording,  processing,  and  reporting  of  direct  and  indirect 
costs;  compliance  with  applicable  laws  and  regulations;  and  the 
proper  identification  and  withdrawal  of  unallowable  costs.  As  I 
stated  earlier,  in  fiscal  year  1993  DCAA  questioned  approximately 
$936  million  in  claimed  incurred  costs.  As  you  can  see,  contractors 
continue  to  claim  and  DCAA  continues  to  find  unallowable  costs  in 
overhead  submissions. 

DCAA  performs  a  risk  assessment  at  each  contractor  location  to 
determine  the  extent  of  the  audit  effort  needed.  Those  contractors 
that  are  not  determined  to  be  high  risk  are  subject  to  less  audit 
coverage.  I  will  discuss  the  significance  of  this  point  later. 

DCAA  continuously  strives  to  improve  its  audit  policies,  proce- 
dures, and  processes.  During  the  past  IV2  years,  we  have  developed 
and  implemented  improved  audit  guidance  and  audit  training  on 
the  unallowable  cost  penalty  provisions,  transactions  testing  by 
auditors  at  non-major  contractors,  similar  to  those  presented  by 
Mr.  Cooper,  and  incurred-cost  audits  at  universities  and  not-for- 
profit  contractors. 

Improved  audit  programs  for  incurred-cost  reviews  of  non-major 
contractors  have  also  been  issued.  For  the  smallest  contractors, 
those  with  under  $5  million  each  in  total  claimed  costs,  we  will 
focus  our  future  audit  effort  on  those  contractors  most  likely  to 
present  risk  of  claiming  unallowable  costs  and  sample  those  loca- 
tions where  we  believe  there  is  minimal  risk  for  the  government. 
We  have  also  clarified  guidance  for  transaction  testing  at  major 
contractor  locations  and  developed  improved  guidance  on  auditing 
contractors'  internal  control  structures. 

DCAA  is  concerned  that  contractors  continue  to  include  unallow- 
able costs  in  their  incurred-cost  submissions.  I  would  like  to  high- 
light several  actions  taken  by  the  Department  of  Defense  to  moti- 
vate contractors  to  purge  unallowable  costs  from  incurred  cost  sub- 
missions, as  well  as  related  contractor  management  actions  that 
have  resulted  in  system  improvements. 

Department  of  Defense  actions  include  requiring  that  the  chief  fi- 
nancial officers  of  defense  contractors  certify  that  there  are  no  un- 
allowable charges  in  their  overhead  submissions;  imposing  pen- 
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alties  for  claiming  costs  which  are  determined  to  be  expressly  unal- 
lowable by  the  Federal  Acquisition  Regulations;  and  strengthening 
and  clarifying  Federal  Acquisition  Regulation  cost  principles  on 
consultant  and  lobbying  expenses. 

DCAA  has  been  participating  in  and  actively  supports  various 
DOD  initiatives  in  an  effort  to  increase  contractors'  awareness  of 
their  responsibilities  to  have  adequate  internal  control  systems  and 
improve  the  efficiency  and  effectiveness  of  our  audits.  Unfortu- 
nately, there  are  still  too  many  organizations  that  do  not  have  this 
type  of  commitment,  a  willingness  to  share  with  the  government 
their  self-governance  programs  and  their  actions  to  improve  their 
systems  of  internal  control. 

I  have  included  an  example  in  my  statement  of  Rockwell  Inter- 
national Corporation,1  an  organization  that,  by  comparison  to 
other  organizations,  has  built  strong  internal  controls  and  been 
willing  to  share  their  systems  of  internal  controls.  As  I  have  said, 
unfortunately  there  are  still  too  many  organizations  that  do  not 
have  this  type  of  commitment. 

To  further  illustrate  the  broad  impact  that  changes  in  corporate 
self-governance  can  have,  it  is  useful  to  contrast  28  of  the  largest 
DOD  contractors  who  are  and  who  are  not  participating  in  self-gov- 
ernance activities.  Based  on  our  current  data,  seven  of  the  top  ten 
contractors  with  the  highest  percentage  of  claimed  costs  questioned 
by  DCAA,  those  which  I  showed  you,  the  extreme  that  runs  as  high 
as  $171  million  over  a  2-year  period,  are  those  not  participating  in 
and/or  sharing  self-governance  programs  with  the  government. 

On  the  other  hand,  nine  of  the  ten  major  contractors  with  the 
lowest  percentage  of  questioned  costs,  such  as  Rockwell,  are  those 
participating  with  the  government  in  self-governance  programs. 

Clarification  of  the  regulations  is  occasionally  needed.  For  the 
most  part,  I  believe  that  the  regulations  in  place  provide  adequate 
deterrence  to  most  contractors  from  charging  unallowable  costs  to 
government  contracts.  For  instance,  in  the  most  recent  overhead 
submissions  made  by  17  of  the  largest  DOD  contractors  I  referred 
to,  over  $1.5  billion  of  unallowable  or  questionable  costs  were  vol- 
untarily deleted  by  these  organizations  before  submitting  the 
claims  for  audit.  This  shows  that  key  regulatory  deterrents  such  as 
the  overhead  claim  certification  have  significantly  improved  the 
DOD  acquisition  process  and  reduced  the  cost  to  the  taxpayer. 

While  contractors'  cost  submissions  at  many  locations  have  been 
positively  affected  by  regulatory  changes  such  as  the  certification 
requirement,  there  are,  as  I  have  previously  stated,  still  too  many 
instances  where  unallowable  costs  are  being  included  in  the  in- 
curred-cost  submissions.  One  of  the  additional  steps  first  taken  in 
1987  to  discourage  contractors  from  claiming  unallowable  costs  was 
legislation  which  provided  for  penalties  on  expressly  unallowable 
costs  included  in  the  incurred-cost  submissions. 

We  believe  that  implementation  of  the  penalty  provision  further 
motivated  organizations  to  assure  that  internal  control  systems  are 
built  and  maintained  to  work  as  intended.  The  Federal  Acquisition 
Regulation  Part  31  cost  principles  on  allowability  of  costs  are  under 
constant  review  by  DOD.  Major  revisions  have  been  made  over  the 

i  See  p.  48. 
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past  5  years  to  strengthen  or  clarify  the  FAR  in  areas  such  as  con- 
sultant costs,  executive  aircraft  costs,  and  lobbying  expense. 

There  is  no  doubt  that  while  the  deterrent  effect  of  ongoing  man- 
agement actions  of  DOD  will  provide  motivation  for  compliance, 
continued  positive  actions  on  the  part  of  contractor  management 
will  be  essential  if  all  significant  problems  are  going  to  be  resolved. 
We  need  to  see  continuing  industry  actions  to  assure  that  the  lead- 
ership from  top  executives  establishes  a  clear  path  for  integrity, 
ethical  conduct,  diligence,  and  intolerance  for  significant  internal 
control  breakdowns. 

Mr.  Chairman  and  members  of  this  committee,  this  concludes  my 
statement.  I  will  be  glad  to  answer  any  questions  you  have. 

Chairman  Sasser.  Well,  thank  you  very  much,  Mr.  Thibault. 

[The  prepared  statement  of  Mr.  Thibault  follows:] 
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Introduction 

Mr.  Chairman  and  members  of  the  Committee:  As  you  have 
requested,  I  will  describe  the  mission  and  activities  of  the 
Defense  Contract  Audit  Agency  (DCAA)  as  they  relate  to  the  audit 
of  costs  incurred  by  defense  contractors.   I  will  briefly  address 
DCAA's  mission  and  responsibilities,  the  nature  of  incurred  cost 
audits,  DCAA's  continuous  improvement  to  the  audit  process, 
existing  deterrents  to  the  charging  of  unallowable  costs  by 
contractors  and  continued  actions  which  can  be  taken  by  DoD,  DCAA, 
and  industry  to  further  reduce  unallowable  costs  being  claimed  by 
contractors. 

DCAA  Mission 

Department  of  Defense  Directive  5106.36,  dated  June  8,  1965, 
established  DCAA  as  a  separate  agency  of  the  Department  of  Defense 
(DoD)  under  the  direction,  authority,  and  control  of  the 
Comptroller.   The  DCAA  mission  is  to  perform  all  necessary 
contract  audits  for  DoD  and  to  provide  accounting  and  financial 
advisory  services  regarding  contracts  and  subcontracts  to  all  DoD 
components  responsible  for  procurement  and  contract 
administration.   These  services  are  provided  in  connection  with 
the  negotiation,  administration,  and  settlement  of  contracts  and 
subcontracts. 
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DCAA  also  provides  contract  audit  services  to  other  government 
agencies  on  a  reimbursable  basis.   Our  largest  civilian  customers 
are  the  National  Aeronautics  and  Space  Administration  (NASA) ,  the 
Department  of  Energy  (DOE) ,  the  Department  of  Transportation 

* 

(DOT) ,  the  Environmental  Protection  Agency  (EPA) ,  and  the 
Department  of  Health  and  Human  Services  (DHHS) . 

The  DCAA  organizational  structure  consists  of  Headquarters, 
five  regions,  and  a  field  detachment  responsible  for 
compartmentalized  classified  contract  audits.   The  five  regional 
offices  manage  more  than  400  field  audit  offices  and  suboffices 
located  throughout  the  United  States  and  overseas.   Currently, 
DCAA  employs  5,616  people,  of  which  over  4,700  are  auditors. 
Approximately  38  percent  of  DCAA's  employees  are  certified  public 
accountants  or  have  advanced  college  degrees. 


DCAA  has  contributed  significantly  to  the  efficiency  and  cost 
effectiveness  of  the  Federal  acquisition  and  contract 
administration  processes.   In  total,  DCAA  questioned  about 
$2.9  billion  in  FY  1993,  which  includes  the  results  of  forward 
pricing,  defective  pricing,  and  other  audit  evaluations.   The 
Agency  used  34  percent  of  its  audit  staff  in  completing  over  3,500 
incurred  cost  audits,  examining  about  $  84.7  billion  claimed 
costs.   During  this  same  period,  DCAA  questioned  in  excess  of 
$  936  million  of  claimed  incurred  costs. 
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Incurred  Cost  Audits 

An  incurred  cost  audit  is  performed  to  verify  that  amounts 
billed  by  a  contractor  agree  with  the  contractor's  records,  are 
allocable  to  the  contract  under  existing  regulations,  are 
reasonable,  and  are  allowable  under  the  terms  of  the  contract. 
While  the  timing  for  performance  of  incurred  cost  audits  is 
normally  self-initiated,  they  must  be  accomplished  to  facilitate 
the  government's  final  contract  payment. 

The  audits  DCAA  performs  are  conducted  in  accordance  with  the 
auditing  standards  issued  by  the  Comptroller  General  of  the  United 
States.   One  of  the  key  requirements  of  these  standards  is  to 
evaluate  contractor  costs  for  compliance  with  applicable  laws  and 
regulations  —  most  notably  the  Federal  Acquisition  Regulation 
cost  principles.   To  accomplish  this  audit  objective,  DCAA 
auditors  obtain  sufficient  evidence  to  provide  a  reasonable  basis 
for  their  judgements  and  conclusions  regarding  the  extent  to  which 
claimed  costs  are  allowable. 

In  planning  and  conducting  incurred  cost  audits,  the  auditors 
design  and  perform  appropriate  audit  steps  and  procedures  which, 
in  their  professional  judgement,  will  provide  reasonable  assurance 
that  significant  amounts  of  contractor  claimed  unallowable  cost 
will  be  detected. 
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It  is  the  responsibility  of  contractors  to  adhere  to  the  terms 
and  conditions  of  their  contracts.   This  responsibility  includes 
(1)  the  establishment  and  implementation  of  an  effective  system  of 
internal  controls  to  ensure  the  proper  recording,  processing,  and 
reporting  of  direct  and  indirect  costs;  (2)  compliance  with 
applicable  laws  and  regulations;  and  (3)  the  proper  identification 
and  segregation  of  unallowable  costs.   As  I  stated  earlier,  in  FY 
1993  DCAA  guestioned  approximately  $  936  million  in  claimed 
incurred  costs  last  year.   As  you  can  see,  contractors  continue  to 
claim  and  DCAA  continues  to  find  unallowable  costs  in  overhead 
submissions. 

It  is  the  auditor's  responsibility  to  obtain  a  sufficient 
understanding  of  the  contractor's  system  of  internal  controls  to 
adeguately  plan  the  audit  and  provide  reasonable  assurance  that 
material  amounts  of  unallowable  costs  will  be  detected. 

An  audit  does  not  guarantee  that  every  error  will  be 
detected.   An  audit  is  designed  using  a  systems  approach  to 
provide  reasonable  assurance  of  detecting  material  errors.   The 
General  Accounting  Office's  Government  auditing  standards  do  not 
provide  numerical  guidelines  for  determining  what  is  material. 
This  is  and  must  be  left  to  the  individual  auditor's  judgement. 
The  auditor  will  perform  sufficient  testing  so  that  a  supported 
opinion  may  be  expressed. 


43 


DCAA  performs  a  risk  assessment  at  each  contractor  location  to 
determine  the  extent  of  the  audit  effort  needed.   The  auditor's 
risk  assessment  is  influenced  by  a  number  of  factors  including, 
(1)  the  types  of  government  contracts;  (2)  the  total  dollar  value 
of  the  indirect  costs  allocated  to  government  contracts;  (3)  the 
audit  steps  that  the  auditor  considers  necessary  to  meet  the 
Generally  Accepted  Government  Auditing  Standards;  (4)  the  adequacy 
of  the  contractor's  policies,  procedures,  and  internal  controls; 
(5)  adequacy  of  the  contractor's  accounting  records  based  on  past 
experience  and  the  impact  of  any  changed  conditions;  (6)  the 
specific  terms  of  the  governments  contracts;  and  finally,  (7)  the 
auditor's  balancing  of  the  cost  of  audit  oversight  and  the  overall 
risk  to  the  government.   Those  contractors  that  are  not  determined 
to  be  high  risk  are  subject  to  less  audit  coverage.   I  will 
discuss  the  significance  of  this  point  later,  using  a  specific 
example. 

DCAA  has  issued  audit  guidance  on  the  nature  and  extent  of 
audit  testing  during  incurred  cost  audits,  stressing  that  the 
extent  of  transaction  testing  required  at  a  contractor  must  be 
based  on  a  well  documented  assessment  of  audit  risk.   Based  on  the 
risk  assessment,  the  auditor  then  determines  the  extent  of 
transaction  testing  that  is  appropriate. 
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Of  necessity,  the  number  of  transactions  selected  for  review 
is  small  in  relation  to  the  total  number  of  transactions  engaged 
in  by  a  contractor.   Although  high  dollar  transactions  are  often 
reviewed  individually,  because  of  its  efficiency,  statistical 
sampling  is  generally  used  whenever  an  audit  involves  transaction 
testing.   Statistical  sampling  is  an  accepted  audit  practice  in 
the  evaluation  of  incurred  costs,  as  recognized  in  the  auditing 
standards.   Courts  and  boards  of  contract  appeals  have  also 
accepted  the  projections  of  samples  to  determine  allowable  costs. 

DCAA  Makes  Continuous  Improvement  to  the  Audit  Process 

DCAA  continuously  strives  to  improve  its  audit  policies, 
procedures,  and  processes.   During  the  past  year  and  a  half,  we 
have  developed  and  implemented  improved  audit  guidance  and  audit 
training  on  the  unallowable  cost  penalty  provisions,  transaction 
testing  by  auditors  at  nonmajor  contractors,  and  incurred  cost 
audits  at  universities  and  not-for  profit  contractors.   Improved 
audit  programs  for  incurred  cost. reviews  at  nonmajor  contractors 
have  also  been  issued.   For  the  smallest  contractors  (those  with 
under, $5  million  in  total  claimed  costs)  we  will  focus  our  future 
audit  effort  on  those  contractors  most  likely  to  present  risk  of 
claiming  unallowable  costs,  and  sample  those  locations  where  we 
believe  there  is  minimal  risk  to  the  Government.   We  expect  this 
action  will  significantly  benefit  small  business  organizations 
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where  the  cost  of  unnecessary  oversight  could  be  a  burden  or 
create  a  competitive  disadvantage,  while  not  significantly 
increasing  the  Government's  risk  of  contract  overpayment.   We  are 
taking  this  action  in  support  of  current  DoD  acquisition  reform 
efforts.   We  have  also  clarified  guidance  for  transaction  testing 
at  major  contractor  locations  and  developed  improved  guidance  on 
auditing  contractors'  internal  control  structures. 

One  of  DCAA's  top  priorities  is  to  reduce  the  incurred  cost 
audit  backlog  to  a  single  year  from  the  current  level  which  now 
approximates  two  years.   We  have  already  implemented  several 
improvement  initiatives  to  achieve  this  goal  and  anticipate  its 
completion  within  projected  resource  constraints.   Examples  of 
initiatives  to  assure  that  audit  resources  are  efficiently  and 
effectively  applied  include  (1)  multi-year  audits  where  two  or 
three  contractor  submissions  are  audited  simultaneously;  (2)  the 
use  of  Coordinated  Audit  Planning  with  contractors  to  enable  DCAA 
auditors  to  place  reliance  on  audit  tests  performed  by  internal 
auditors,  significantly  reduce  audit  cycle  time  and  expedite  the 
issue  resolution  process;  and  (3)  the  previously  mentioned 
sampling  of  low-risk  incurred  cost  submissions. 
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Deterrents  to  the  Charging  of  Unallowable  Cost  by  Contractors 

DCAA  is  concerned  that  contractors  continue  to  include 
unallowable  costs  in  their  incurred  cost  submissions.   I  would 
like  to  highlight  several  actions  taken  by  the  Department  of 
Defense  to  motivate  contractors  to  purge  unallowable  costs  from 
incurred  cost  submissions,  as  well  as  related  contractor 
management  actions  that  have  resulted  in  systems  improvements. 

Department  of  Defense  actions  include  (1)  requiring  that  the 
chief  financial  officers  of  defense  contractors  certify  that  there 
are  no  unallowable  charges  in  their  overhead  submissions;  (2) 
imposing  penalties  for  claiming  costs  which  are  determined  to  be 
expressly  unallowable  by  the  Federal  Acquisition  Regulations;  and 
(3)  strengthening  and  clarifying  the  Federal  Acquisition 
Regulations  Part  31  cost  principles  on  consultant  costs  and 
lobbying  expenses. 

Management  actions  taken  at  many  contractors  include  (1) 
improving  and  strengthening  systems  of  internal  controls  to  assure 
that  unallowable  costs  are  removed  from  contractor  billings  and 
claims  for  payments;  (2)  training  their  employees  in  both  proper 
accounting  procedures  and  ethics;  and  (3)  sharing  the  results  of 
their  actions  with  Government  oversight  officials  to  enable 
increased  Government  reliance  on  internal  controls. 
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DCAA  has  been  participating  in  and  actively  supports  various 
DoD  initiatives  in  an  effort  to  increase  contractors'  awareness  of 
their  responsibilities  to  have  adequate  internal  control  systems 
and  improve  the  efficiency  and  effectiveness  of  our  audits.   Two 
examples  that  are  noteworthy  are  (1)  the  Contractor  Risk 
Assessment  Guide  (CRAG)  and  related  Coordinated  Audit  Planning 
(CAP)  programs,  and  (2)  Process  Oriented  Contract  Administration 
Service  (PROCAS) ,  a  Defense  Contract  Management  Command  program 
involving  the  forming  of  process  action  teams  (PATs)  which  include 
representatives  from  the  contractor,  the  contracting  officer,  the 
buying  office,  and  the  auditor. 

CRAG  is  a  joint  DoD/ industry  program  initiated  by  the 
Secretary  of  Defense  in  FY  1988  to  encourage  contractor 
self-governance  and  reduce  duplicative  oversight  of  defense 
contractors.   This  voluntary  program  brings  together  government 
and  industry  as  a  team  to  identify  contractor  systems  which 
represent  audit  risk  to  the  government  and  to  improve  internal 
controls  to  reduce  that  risk.   Contractors  who  take  positive 
self-governance  actions  to  develop  more  effective  internal  control 
systems  by  participating  in  programs  such  as  CRAG  and  CAP  will 
receive  less  audit  oversight. 
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I  believe  it  would  be  useful  to  highlight  a  success  story 
resulting  from  self-governance  activities  by  a  major  DoD 
contractor.   At  Rockwell  International  Corporation,  there  was 
previously  a  long-standing  history  of  difficult  relations  and 
contentious  audit  issues.   A  few  years  ago  there  was  a  commitment 
by  the  Director  of  DCAA  and  the  Chief  Executive  Officer  of 
Rockwell  to  initiate  a  major  cultural  change  and  determine  if  the 
audit  process  could  be  improved.   As  a  direct  result  of  this 
cooperative  effort,  both  the  Government  and  Rockwell  have  been 
able  to  take  significant  advantage  of  Rockwell's  self-governance 
actions.   Rockwell's  internal  control  systems  have  been  shown  to 
be  highly  effective,  and  cost  questioned  by  DCAA  auditors  has 
decreased  dramatically.   During  the  last  two  years,  Rockwell  has 
had  the  lowest  percentage  of  questioned  costs  on  incurred  cost 
audits  reported  at  28  of  the  largest  DoD  suppliers  monitored  by 
DCAA.   Resident  DCAA  staffing  has  been  reduced  by  49  percent. 
This  is  the  kind  of  mutually  advantageous  change  that  DCAA  is 
striving  for.   Unfortunately,  there  are  still  too  many 
organizations  that  do  not  have  this  type  of  commitment  and  success 
in  building  and  maintaining  effective  internal  control  systems. 
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To  further  illustrate  the  broad  impact  that  changes  in 
corporate  self-governance  have  had,  it's  useful  to  contrast  28  of 
the  largest  DoD  contractors  who  are  and  are  not  participating  in 
CRAG.    Based  on  our  current  data,  7  of  the  top  10  contractors 
with  the  highest  percentage  of  claimed  costs  questioned  by  DCAA 
(compared  to  dollars  examined) ,  are  those  not  participating  in 
CRAG.   On  the  other  hand,  9  of  the  10  major  contractors  with  the 
lowest  percentage  of  questioned  costs  (compared  to  dollars 
examined) ,  such  as  Rockwell  International  Corporation,  are  those 
participating  in  CRAG. 

With  regard  to  PROCAS,  Process  Action  Teams  established  under 
this  DCMC  initiative  have  specifically  been  designed  at  many 
locations  to  look  at  ways  to  improve  the  incurred  cost  audit 
process,  including  the  more  timely  completion  and  negotiation  of 
audits. 

We  believe  this  documents  a  positive  shift  in  responsibility 
from  the  Government  to  contractors.   This  shift  is  driven  by  the 
firms  that  recognize  the  benefits  that  accrue  from  participating 
actively  with  the  Government  in  the  corporate  self-governance 
process. 
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Continued  Weed  to  Evaluate  Regulatory  Effectiveness 

While  clarification  of  the  regulations  is  occasionally  needed, 
for  the  most  part  I  believe  that  the  regulations  already  in  place 
provide  adequate  deterrents  to  most  contractors  from  charging 
unallowable  costs  to  Government  contracts.   For  instance,  in  the 
most  recent  overhead  submissions  made  by  17  of  the  largest  DoD 
contractors,  over  $1.5  billion  of  unallowable  or  questionable 
costs  were  voluntarily  deleted.   This  shows  that  key  regulatory 
deterrents  such  as  the  overhead  claim  certification  have 
significantly  improved  the  DoD  acquisition  process  and  reduced  the 
cost  to  the  taxpayer. 

While  contractor  cost  submissions  at  many  locations  have  been 
positively  affected  by  regulatory  changes  such  as  the 
certification  requirement,  there  are  still  too  many  instances 
where  unallowable  costs  are  being  included  in  incurred  cost 
submissions.   One  of  the  additional  steps  first  taken  in  1987  to 
discourage  contractors  from  claiming  unallowable  costs  was 
legislation  which  provided  for  penalties  on  expressly  unallowable 
costs  included  in  incurred  cost  submissions. 

Specific  implementation  of  penalty  legislation  was 
accomplished  in  Department  of  Defense  Federal  Acquisition 
Regulation  Supplement  231.7001,  which  provides  that  all  flexibly 
priced  DoD  contracts  awarded  after  February  26,  1987  in  excess  of 
$100,000  must  include  a  contract  clause  that  assesses  a  penalty  on 
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unallowable  indirect  costs  claimed  in  final  indirect  cost  claim 
submissions. 

The  calculation  of  the  penalty  was  changed  by  the  1993  DoD 
Authorization  Act.   If  DCAA's  audit  of  a  contractor's  indirect 
cost  claim  began  before  October  23,  1992,  the  calculation  is 
performed  using  the  old  law  and  if  the  audit  began  on  or  after 
October  23,  1992,  the  calculation  is  performed  using  the  new  law. 

Under  the  new  law,  all  applicable  indirect  costs  claimed  which 
are  expressly  unallowable  pursuant  to  selected  Federal  Acquisition 
Regulation  cost  principles  are  subject  to  a  penalty  equal  to  the 
amount  of  the  unallowable  costs  allocated  to  DoD  contracts  with 
the  penalty  clause,  plus  interest.   If  a  subsequent  indirect  cost 
claim  contains  the  same  costs  that  were  previously  determined  to 
be  unallowable,  the  total  penalty  is  then  equal  to  two  times  the 
amount  of  the  unallowable  cost. 

Penalties  under  both  laws  are  independent  of  whether  the 
contractor  billed  the  cost  and  are  in  addition  to  the  recovery  of 
any  unallowable  cost  or  any  other  penalty  imposed  by  law  or 
regulation.   Penalties  are  recommended  by  DCAA  and  are  assessed  by 
the  Contracting  Officer.   We  believe  that  implementation  of  the 
penalty  provision  further  motivated  organizations  to  assure  that 
internal  control  systems  worked  as  intended. 
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Continued  Actions 

The  Federal  Acquisition  Regulation  (FAR)  Part  31  cost 
principles  on  allowability  of  costs  are  under  constant  review  by 
DoD.   Major  revisions  have  been  made  over  the  past  5  years  to 
strengthen  or  clarify  the  FAR  in  areas  such  as  consultant  cost, 
executive  aircraft  cost,  and  lobbying  expense.   More  recent 
initiatives  include  the  Department  of  Defense  proposed  revisions 
to  the  DoD  FAR  Supplement  that  would  clarify  and  emphasize  the 
contractor's  existing  responsibility  to  maintain  adequate 
accounting  systems  and  internal  accounting  controls.   Accounting 
controls  are  defined  to  include  procedures  to  ensure  compliance 
with  applicable  laws  and  regulations.   When  the  Administrative 
Contracting  Officer  (ACO)  determines  that  significant  accounting 
control  deficiencies  exist,  the  DoD  proposal  would  allow  the  ACO 
to  suspend  an  appropriate  percentage  of  progress  payments  or 
reimbursement  costs  proportionate  to  the  estimated  cost  risk  to 
the  government.   This  proposal  would  incorporate  existing  audit 
procedures  into  Federal  regulations  and  increase  the  pressure  on 
contractors  to  identify  and  segregate  unallowable  costs. 
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There  is  no  doubt  that  while  the  deterrent  effect  of  the 
ongoing  management  actions  of  DoD  will  provide  motivation  for 
compliance,  continued  positive  actions  on  the  part  of  contractor 
management  will  also  be  essential  if  all  significant  problems  are 
going  to  be  resolved.   We  need  to  see  continuing  industry  actions 
to  assure  that  the  leadership  from  top  executives  establishes  a 
clear  path  for  integrity,  ethical  conduct,  diligence,  and 
intolerance  for  significant  internal  control  breakdowns. 

Summation 

DCAA  takes  seriously  its  responsibility  to  evaluate  contractor 
compliance  with  federal  laws  and  regulations.   We  need  to  and  are 
continuously  assessing  our  effectiveness.   When  that  assessment 
suggests  ways  to  improve  our  audit  policies,  procedures,  and 
processes  we  take  the  necessary  action. 

I  am  optimistic  about  the  future  ability  of  DCAA  to  meet  the 
financial  and  audit  advisory  needs  of  the  Department  of  Defense 
and  civilian  agencies.   We  are  properly  positioned  in  the 
Department  to  carry  out  our  responsibilities  in  a  vigilant  and 
comprehensive  manner.   I  am  concerned  about  the  many  challenges 
confronting  DCAA  during  the  current  period  of  downsizing.   I 
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believe,  however,  that  our  ongoing  management  actions,  coupled 
with  continued  Department  of  Defense  and  Congressional  actions  to 
hold  contractors  fully  responsible  for  compliance  with  Federal 
laws  and  regulations,  will  protect  the  American  taxpayer  from 
potential  abuses. 

Mr.  Chairman  and  members  of  the  committee,  this  concludes  my 

statement.   I  will  answer  any  questions  you  may  have. 

16 

Chairman  Sasser.  As  I  understand  it,  the  Federal  Acquisition 
Regulation  expressly  disallows  entertainment  costs  for  social  activi- 
ties and  tickets  for  sporting  events  and  shows.  At  the  same  time, 
there  is  a  provision  in  the  Federal  Acquisition  Regulation  that  gen- 
erally allows  for  the  costs  of  employee  morale  and  welfare. 

Based  on  my  reading  of  your  findings,  several  of  the  companies 
you  audited  used  this  provision,  to  improve  employee  morale,  to 
justify  some  of  the  more  egregious  overhead  submissions,  items 
such  as  trips  to  Jamaica,  Hawaii,  the  Grand  Cayman  Islands, 
scholarships,  personal  use  of  a  46-foot  boat,  scholarships  for  de- 
pendents of  employees. 

The  question  I  want  to  put  to  you,  Mr.  Thibault,  is,  at  the  mini- 
mum, it  appears  to  me  that  the  cost  principles  for  entertainment, 
employee  morale  and  welfare,  and  business  meeting  costs  need  to 
be  clarified.  Do  you  have  any  suggestions  as  to  how  we  could  im- 
prove these  principles? 

Mr.  Thibault.  Yes,  Senator.  I  agree  with  that  statement,  and,  in 
fact,  Mr.  Cooper  raised  the  issue  that  as  a  result  of  hearings  re- 
garding the  Environmental  Protection  Agency  about  2  years  ago, 
they  proposed,  much  along  the  same  concerns  of  this  committee, 
that  the  employee  morale  cost  principle  be  strengthened.  And  the 
Civilian  Acquisition  Council  and  the  Defense  Regulatory  Council 
worked  together  to,  in  fact,  propose  modifications  and  improve- 
ments to  the  employee  morale  cost  principle. 

Those  changes  have  been  processed  through  the  two  committees, 
and  it  is  my  understanding  they  are  now  awaiting  publication.  In 
essence,  what  that  will  do — and  it  also  is  consistent  with  one  of  Mr. 
Cooper's  recommendations — is  it  will  put  a  ceiling  for  each  individ- 
ual employee  action  claimed  under  employee  morale  for  $20  and  a 
$50  maximum  per  employee  per  year. 

My  way  of  saying  that  as  an  example  is  that  if  I  work  for  a  com- 
pany for  30  years  and  they  give  me  some  kind  of  pin  as  a  result 
of  that,  that  is  an  allowable  employee  morale-type  expense.  If  they 
give  me  a  Rolex  watch,  an  example  of  an  item  that  we  have 
brought  before  various  committees  in  the  past,  that  would  be  unal- 
lowable. 

That  is  a  change  that  right  now  is  awaiting  publication  per  the 
last  discussion  I  had  this  week. 
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Chairman  Sasser.  What  do  you  think  about  just  abolishing  this 
whole  employee  morale  provision,  just  saying  that  none  of  that  is 
going  to  be  allowable? 

Mr.  Thibault.  Well,  I  guess  I  would  like  to  explain  that  in  a  way 
of  agreeing  with  something  Senator  Grassley  brought  up  earlier 
about  the  nature — and  you  also  brought  it  up,  sir — of  the  long-term 
effort  to  try  to  get  these  kinds  of  costs,  which  I  absolutely  agree 
do  not  belong  in  these  submissions,  out  of  the  submissions. 

Eight  or  10  years  ago,  organizations  that  were  prone  to  do  this 
were  putting  it  in  an  account  called  public  relations.  Working  close- 
ly with  Congress,  that  cost  principle  was  changed,  and  certain  costs 
are  now  unallowable.  So  what  have  we  seen?  We  have  seen  a  shift 
to  employee  morale,  and  now  they  are  putting  these  types  of  costs 
in  employee  morale. 

I  think  Mr.  Cooper  is  right  when  he  says  there  is  a  bigger  issue 
here,  and  it  is  a  culture  by  many  of  the  organizations  that  say, 
well,  if  I  cannot  put  it  in  public  relations,  let  me  find  a  place  to 
put  the  cost.  And  I  think  that  was  my  point  of  saying  we  have  got 
to  impact  this  at  the  very  top.  And  even  building  upon  a  statement 
and  a  concern  you  had  about  that  one  organization,  Sparta,  and 
your  concern  that  they  would  spend  $200,000  after  the  GAO  visit; 
as  part  of  my  follow-up  in  getting  ready  for  this  statement  or  pres- 
entation today,  I  talked  to  our  auditors  out  there,  and  I  said:  Have 
they  put  in  procedures  and  controls  so  they  will  not  incur  these 
costs?  Or  if  they  do  incur  them,  they  will  not  charge  them  to  the 
government?  And  I  found  out  that  the  contracting  officer  also  put 
them  on  record  that  they  will  not  reimburse  them  for  it,  but  the 
organization  itself  has  told  both  the  contracting  officer  and  our 
auditors  that  if  they  choose  to  in  the  future,  because  they  think  it 
is  an  allowable  cost  such  as  employee  morale,  that  they  intend  to 
continue  to  incur  the  cost  and  charge  it  on  government  contracts. 

So  compounding  your  own  concern,  I  was  equally  concerned  as  I 
followed  it  up  this  week,  and  that  is  the  culture  I  think  Mr.  Cooper 
and  yourself  and  Senator  Grassley  and  myself  would  be  talking 
about  addressing. 

Chairman  Sasser.  You  mean  they  told  your  own  auditor  that 
they  were  going  to  continue  to  follow  this  practice  in  the  future  of 
charging  these  unallowable  costs  on  to  the 

Mr.  Thibault.  As  recently  as  yesterday,  to  get  the  latest  updated 
status  at  several  of  these  locations,  I  asked,  Has  this  problem  been 
fixed?  And  the  answer  from  a  government  perspective  was,  yes,  we 
have  told  them  we  are  not  going  to  pay  for  it.  However,  they  have 
said  they  are  going — if  they  take  the  trip  and  feel  there  is  a  need 
for  the  trip,  which  they  obviously  have  taken  several  so  far,  they 
are  going  to  continue  to  charge  it  on  government  contracts.  That 
is  egregious;  that  is,  though,  their  stated  position.  They  have  not 
fixed  their  internal  control  system. 

Chairman  Sasser.  So  they  are  going  to  go  ahead  and  continue 
to  charge  it  even  in  the  teeth  of  the  statement  that  DOD  has  made 
through  you  that  we  are  not  going  to  pay  them? 

Mr.  Thibault.  That  is  right.  And  the  contracting  officer  said  we 
are  not  going  to  reimburse  them.  But  as  I  think  you  are  aware,  we 
do  not  touch  every  transaction,  because  if  we  tried  to  do  that,  in- 
stead of  5,000  auditors  we  would  probably  need  5  times  that  much. 
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So  we  place  great  reliance  on  their  sense  of  corporate  responsibil- 
ity. 

Chairman  Sasser.  So  they  could  just  play  the  percentages. 

Mr.  Thibault.  They  sure  could. 

Chairman  Sasser.  They  could  say  we  are  going  to  go  ahead  and 
charge  for  these  trips  to  Hawaii  or  the  Grand  Cayman  or  wherever 
under  the  employee  morale  provision,  even  though  we  know  it  is 
non-allowable,  and  we  will  just  play  the  percentages?  And  maybe 
60  percent  of  the  time  or  70  percent  of  the  time,  because  there  is 
not  enough  auditors,  they  do  not  audit  every  one  of  these  submis- 
sions, it  will  get  through  and  get  paid? 

Mr.  Thibault.  Kind  of  catch  me  as  you  can;  yes,  sir. 

Chairman  Sasser.  That  is  right. 

In  the  teeth  of  that  kind  of  situation,  I  think  you  might  have  to 
seriously  consider  some  sort  of  criminal  penalties.  If  they  are  going 
to  willingly  and  knowingly  and  with  malice  aforethought  try  to 
submit  for  payment  something  that  they  know  is  unallowable  and 
just  playing  the  percentages  that  it  will  get  through  the  system, 
then  I  think  there  is  going  to  have  to  be  some  effort  made  to  per- 
suade them  that  it  is  not  in  their  best  interest  to  do  that.  And  it 
is  unpalatable  to  consider  having  to  put  into  place  some  kind  of 
criminal  penalties  here,  but  if  you  are  going  to  continue  to  have 
people  who  game  the  system,  knowing  that  they  are  violating  the 
specific  directives  of  the  Department  of  Defense,  then  I  think  there 
is  going  to  have  to  be  some  penalty  incurred;  if  not  a  criminal  pen- 
alty, then  some  sort  of  other  penalty  whereby  DOD  says  we  are  not 
going  to  let  you  have  any  more  contracts. 

There  is  one  provision  here  that  in  an  effort  to  strengthen  the 
enforcement  of  the  Federal  Acquisition  Regulation,  the  government 
has  given  the  authority  to  penalize  companies  that  submit  ex- 
pressly unallowable  claims  to  the  government;  and  if  these  unal- 
lowable claims  are  caught,  then  the  companies  have  to  pay  up  to 
twice  the  amount  of  the  unallowable  claim  back  to  the  government. 

Mr.  Thibault.  Yes,  sir.  That  is  a  very  effective  deterrent,  we  are 
finding. 

Chairman  Sasser.  But  given  how  thin  the  auditors  are 
stretched,  how  effective  is  this?  How  frequently  is  this  penalty  in- 
voked? 

Mr.  Thibault.  Well,  to  use  the  example  we  are  talking  about, 
the  contracting  officer  has  put  the  company  on  record  that  is  an 
unallowable  cost  based  on  that  contracting  officer's  interpretation. 
Now,  the  organization  is  going  to  have  to  go  through  a  process,  and 
they  are  going  through  it  right  now  in  a  resolution  of  these  audit 
findings.  But  once  that  process  is  completed,  then  I  think  that 
would  be  subject  to  penalties  at  subsequent  dates. 

Now,  the  difficult  process  becomes,  again,  we  do  not  touch  every 
transaction.  We  use  sampling.  We  place  great  reliance  on  the  orga- 
nization's sense  of  responsibility,  and  my  message  here  is — and  I 
think  Dave  Cooper  read  that  one  contractor  excerpt.  It  is  that  some 
organizations  take  it  very  seriously.  Other  organizations  just  do  not 
seem  to  and  need  to  improve. 

But  we  look  at  the  penalty  deterrent  as  substantial.  We  are  mak- 
ing substantial  recommendations,  both  in  terms  of  numbers  and  in 
terms  of  dollar  recommendations  for  the  penalty  now,  and  our  posi- 
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tion  is  it  has  caught  the  attention  of  organizations.  Has  it  solved 
all  the  problems?  No,  sir. 

Chairman  SASSER.  It  appears  to  me  that  many  companies  and 
many  types  of  highly  questionable  cost  submissions  are  immune 
from  the  penalty  provision.  If  they  are  immune  from  the  penalty 
provision,  what  is  the  incentive  for  these  companies  to  exclude 
these  questionable  costs  from  their  overhead  submissions?  In  other 
words,  this  just  applies  if  they  submit  a  questionable  submission 
which  is  disallowed  and  that  applies  only  to  the  prime  contractors 
and  not  to  the  subcontractors. 

Mr.  Thibault.  That  is  correct. 

Chairman  Sasser.  So  you  have  got  all  these  subs  out  there  that 
are  immune  from  this  provision. 

Mr.  Thibault.  And  many  of  these  small  contractors,  sir,  are  pri- 
marily subcontractors. 

Chairman  Sasser.  My  guess  is  that  most  of  these  six  companies 
that  were  audited  here  are  probably  subcontractors. 

Mr.  Thibault.  I  do  not  know  that  for  a  fact,  but  that  could  well 
be  the  case. 

Chairman  Sasser.  Yes;  well,  we  do  not  have  any  provision  to 
deal  with  them  because  if  the  subcontractors  are  immune,  then 
they  do  not  have  to  pay  back  twice  if  the  submission  is  disallowed. 

Mr.  Thibault.  That  is  correct,  if  they  are  a  subcontractor. 

Chairman  SASSER.  So  there  is  a  hole  in  that  provision  wide 
enough  to  drive  a  Mack  truck  through,  if  you  have  no  application 
to  subcontractors. 

Senator  Grassley? 

Senator  Grassley.  What  is  the  number  of  auditors  that  DCAA 
had  in  1992,  what  you  have  currently,  and  what  you  are  projected 
to  have  next  year? 

Mr.  Thibault.  If  I  might,  sir,  I  can  get  you  that  data,  and  I  will 
look  it  up  in  a  second.  But  I  can  say  with  some  fact  that  in  1989, 
sir,  we  had  just  over  7,000,  and  at  the  end  of  the  recently  com- 
pleted fiscal  year,  30  September  1993,  we  had  worked  our  staffing 
authorizations  level  down  to  just  over  5,600.  And  by  the  end  of 
1999,  it  is  going  to  be — I  think  the  number — and  we  can  provide 
it  exactly — is  going  to  be  4,381  by  1999.  So  just  over  7,000  to  come 
down  over  this  10-year  period  to  just  under  4,400.  Half  of  that, 
roughly,  has  been  accomplished.  Half  remains. 

Senator  Grassley.  In  fiscal  year  1993,  DCAA  questioned  $2.9 
billion  in  contractor  costs.  Of  this  $2.9  billion,  how  much  did  con- 
tractors ultimately  pay  back  to  the  government? 

Mr.  Thibault.  Our  sustention  rate,  Senator  Grassley,  for  1993 
was  just  over  63  percent.  So  out  of  every  dollar  that  we  questioned 
on  an  all-up  average,  contracting  officers  are  able  to  recover  63  per- 
cent. Much  of  that  that  is  not  recovered,  either  the  organization 
provides  additional  data  or  there  are  these  gray  areas  where  the 
organization,  by  regulatory  requirement — there  was  no  require- 
ment, we  took  exception,  we  were  not  sustained.  So  about  63  cents 
out  of  every  dollar  is  what  our  history  was  for  the  last  year. 

Senator  Grassley.  And  then  what  is  DCAA's  current  backlog  of 
audits,  and  is  it  growing  or  decreasing? 

Mr.  Thibault.  Our  current  backlog  is  about  2  years,  sir,  and  it 
had  been  decreasing  for  the  2  years  preceding  1993,  and  it  only 
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went  down  slightly  in  1993.  The  good  news  was  we  actually  got 
more  done  than  we  were  targeted  to  do.  The  down  side  was  we  had 
additional  workload  requirements  come  in  that  we  are  analyzing 
right  now.  It  could  well  be  civilian  agency  workload  increase.  We 
feel  pretty  good  about  our  target  on  our  backlog  objectives,  but  we 
are  presently  going  through  an  analysis  to  determine  what  is  going 
on. 

Senator  Grassley.  Mr.  Chairman,  we  may  want  to  suggest  to 
the  Administration  that  they — well,  you  are  in  a  better  position  to 
suggest  this  than  I  am.  You  may  want  to  suggest  to  the  Adminis- 
tration that  with  getting  63  cents  back  for  every  dollar  that  is  tar- 
geted, it  may  not  be  cost-effective  to  decrease  the  number  of  audi- 
tors the  way  they  are  being  decreased. 

If  I  could,  Mr.  Chairman,  I  would  like  to  take  a  couple  minutes 
just  to 

Chairman  Sasser.  Go  right  ahead. 

Senator  GRASSLEY.  First  of  all,  I  think  it  is  very  important  not 
only  to  the  people  here  but  to  the  entire  country  to  thank  you  for, 
once  again,  looking  into  this  problem  of  the  waste,  misuse,  and  in 
some  instances  even  the  fraudulent  of  taxpayers'  money,  and  keep- 
ing this  issue  in  the  public  eye.  And  as  I  mentioned  earlier,  I  sin- 
cerely hope  that  we  can  continue  this  effort  in  other  non-defense 
areas  as  well,  and  I  am  sure  that  there  is  going  to  be  much  biparti- 
san sentiment  for  doing  that. 

Let  me  just  say  that  this  hearing  is  truly  deja  vu  for  me.  I 
thought  that  we  had  fixed  this  problem,  or  at  least  that  we  were 
all  led  to  believe  that  we  were  fixing  it.  The  most  legendary  of  un- 
allowable charges  was  back  in  1984  when  General  Dynamics 
charged  the  taxpayers,  as  you  might  recall,  for  boarding  Thurston, 
the  dog,  in  a  dog  kennel  while  the  owner  was  on  vacation. 

Since  then,  the  entire  industry  installed  ethics  programs  to  help 
stop  questionable  costs.  We  also  got  Packett  reforms.  We  got  Nunn- 
Goldwater  reforms.  We  got  the  defense  management  review  re- 
forms, and  now  we  are  getting  the  NPR  reforms. 

We  have  reformed,  it  seems  like,  Mr.  Chairman,  almost  every- 
thing but  what  the  problem  is,  and  we  still  have  that  problem.  And 
that  has  been  bipartisan  efforts,  so  this  is  not  anything  partisan. 
We  still  have  something  out  there  that  we  have  to  work  with. 

We  have,  as  indicated  here,  this  agency  with  backlogs.  It  seems 
to  me  like  they  are  working  hard  and  probably  overworked.  And 
they  are  saying  they  are  getting  the  problem  under  control.  GAO 
says  the  problem  is  widespread.  The  government  argues  with  in- 
dustry about  what  is  and  what  is  not  allowable.  We  need  to  fine- 
tune  the  FAR. 

Meanwhile,  the  taxpayers  are  listening  to  all  this.  They  are  hear- 
ing what  is  being  said,  and  they  are  saying  to  us  in  a  sense,  after 
observing  a  hearing  like  this,  what  is  the  FAR  and  what  is  GAO 
and  what  does  employee  welfare  mean  and  what  about — they  are 
probably  asking  what  about  some  sort  of  taxpayers'  welfare. 

All  the  public  really  knows  when  they  hear  this,  I  am  sure — and 
I  am  sure  the  Chairman  would  agree.  The  taxpayers  are  out  there 
saying  I  do  not  want  my  taxpayer  dollars  going  for  things  like  lob- 
bying Congress  or  vacations  to  Hawaii.  And  they  would  say  I  do 
not  want  that  period.  That  is  their  bottom  line.  We  should  not  have 
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to  haggle  with  industry  over  an  interpretation  of  what  is  allowable. 
I  do  not  want  to  single  out  any  one  company  because  no  company 
is  any  better  or  worse  than  any  others,  probably.  But  the  standard 
for  what  should  be  allowable,  that  is  allowable  for  the  taxpayers, 
is  McDonnell  Douglas'  own  standards,  because  they  put  this  out. 
They  had  a  standard  for  not  allowing  certain  costs,  and  I  quote: 

Due  to  concern  that  the  general  public  may  perceive  this  type  of  cost  as  one  that 
should  not  be  reimbursed. 

I  think  that  says  it  all,  Mr.  Chairman.  The  government  can  only 
do  so  much.  I  do  not  think  we  can  catch  everything  that  is  wrong. 
It  all  boils  down  to  what  is  kind  of  ethics  within  the  business  com- 
munity. 

In  my  mind,  industry  must  recognize  that  it  is  a  privilege  to 
serve  the  public,  like  I  hope  you  and  I  recognize  it  is  a  privilege 
to  serve  the  public.  That  means  that  they  must  respect  the  tax- 
payers' burden  rather  than  see  how  much  they  can  exploit  loop- 
holes and  interpretation.  That  means  that  they  must  make  their 
ethics  programs  work  for  the  taxpayers.  And  until  that  is  done,  the 
only  successful  check  and  balance  beyond  the  good  work  of  your 
agency  and  GAO  is  to  air  it  publicly,  like  you  are  doing,  Mr.  Chair- 
man, and  like  you  pledged  to  do  until  we  get  this  thing  under  con- 
trol. 

So,  again,  I  commend  you  for  your  leadership  in  this  area  over 
a  long  period  of  time,  but  today,  starting  today,  and  what  you  will 
do  in  the  future.  I  think  it  is  absolutely  the  responsibility  not  only 
of  the  Congress  as  a  whole,  but  particularly  in  this  area  of  this 
committee  to  do  these  sorts  of  things.  So  thank  you. 

Chairman  Sasser.  Well,  thank  you  very  much,  Senator  Grassley. 

I  just  might  say  this:  Mr.  Cooper's  statement  that  this  is  a  prob- 
lem that  is  in  the  culture  of  those  who  contract  with  the  govern- 
ment is  a  very  serious  statement.  And  I  think  that  those  who  con- 
tract with  the  government  must  realize  that  there  is  a  very  dif- 
ferent culture  that  should  be  present  when  they  deal  with  the  gov- 
ernment than  when  they  are  dealing  in  the  realm  of  private  busi- 
ness. 

Yes,  companies  might  very  well  take  trips  to  Hawaii  in  the  name 
of  employee  morale  and  charge  that  to  the  stockholders  in  a  private 
corporation  or  charge  it  to  the  owners  in  a  privately  held  operation. 
But  those  of  us  in  government  learned  long  ago  that  we  had  to  ad- 
here to  the  maxim  that,  like  Caesar's  wife,  we  must  be  above  re- 
proach. And  if  they  intend  to  do  work  for  the  government  and  take 
taxpayers'  money  for  their  efforts,  they  are  entitled  to  a  reasonable 
profit  and  nothing  else.  And  nothing  else. 

This  business  of  all  sorts  of  lucrative  or  plush  fringe  benefits 
when  you  are  doing  government  contracts,  doing  government  con- 
tract work,  has  got  to  become  a  thing  of  the  past.  There  has  got 
to  be  a  culture  put  in  place  that  when  you  do  work  for  the  govern- 
ment, the  Department  of  Defense,  that  is  being  paid  for  by  the  tax- 
payers, that  it  has  to  be  done  in  the  most  cost-efficient,  cost-effec- 
tive way  possible;  and  if  it  is  not  done  in  that  way,  then  you  are 
going  to  be  held  accountable  by  the  appropriate  agencies  of  the  ex- 
ecutive branch  in  the  final  analysis  before  a  committee,  an  over- 
sight committee  of  the  Congress  of  the  United  States  similar  to  this 
Budget  Committee. 
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Well,  Mr.  Thibault,  we  thank  you  very  much  for  appearing  here 
this  morning  and  giving  us  the  benefit  of  your  views.  Senator 
Grassley  and  I  both  have  been  involved  in  this  effort  for  a  long 
time,  and  we  are  going  to  continue  to  stay  involved  in  it.  Someone 
said  the  price  of  liberty  is  eternal  vigilance,  Senator  Grassley. 
Maybe  the  price  of  efficient,  effective  government  should  also  be 
eternal  vigilance  on  the  part  of  those  of  us  in  an  oversight  capacity 
here  in  the  Congress. 

Thank  you  very  much,  Mr.  Thibault. 

Mr.  Thibault.  Thank  you,  sir. 

[Whereupon,  at  11:45  a.m.,  the  committee  was  adjourned.] 

SUBMISSION  BY  ELECTROMAGNETIC  SCffiNCES,  INC. 

Electromagnetic  Sciences,  Inc.  ("ELMG")  designs  and  produces  highly  sophisti- 
cated microwave  systems,  antennas,  subsystems  and  components  for  communica- 
tions, surveillance,  radar  and  countermeasures  applications  in  satellite,  airborne 
and  surface  environments.  In  1989,  ELMG's  revenues  included  approximately  $9.2 
million  from  cost-plus  contracts  with  various  U.S.  government  customers,  and  ap- 
proximately $21.1  in  fixed-price  contracts  with  government  customers.  In  1989,  the 
division  responsible  for  government  contract  work  had  approximately  568  employ- 
ees. In  1993,  government  cost-plus  revenues  were  approximately  $16.4  million,  gov- 
ernment fixed-price  revenues  were  approximately  $10.8  million,  and  EMS  Tech- 
nologies, Inc.,  the  subsidiary  responsible  for  this  work,  had  approximately  395  em- 
ployees at  year  end. 

ELMG  has  a  superior  reputation  for  its  capability  and  performance  on  sophisti- 
cated microwave  programs.  ELMG  has  won  frequent  awards  and  other  recognition 
from  higher-tier  contractors  for  its  performance  on  various  programs,  and  was  des- 
ignated in  1992  as  TRW  Electronic  Systems  Group's  Subcontractor  of  the  year.  In 
1993,  EMS  received  the  Award  for  Technical  Achievement  from  the  Advanced  Re- 
search Projects  Agency  ("ARPA")  of  the  U.S.  Department  of  Defense.  This  award 
was  earned  for  the  development  of  lightweight  networks  for  forming  and  controlling 
microwave  beam  patterns,  achieving  a  10-to-l  weight  reduction  over  prior  tech- 
nology. In  its  press  release  announcing  the  award,  ARPA  stated  that  EMS  had  "ad- 
vanced the  state-of-the-art  at  an  amazing  low  cost  to  the  government.  [As  a  result 
of  this  technological  advance]  potential  savings  to  the  overall  military  satellite  com- 
munications architecture  may  approach  $1  billion." 

ELMG  believes  that  it  maintains  a  conscientious  and  reliable  system  for  properly 
categorizing  overhead  costs  for  government  cost  accounting  purposes.  Accounting 
personnel  have  been  extensively  trained  on  the  applicable  standards,  and  the  sys- 
tem is  administered  and  supervised  by  a  Controller  and  Chief  Financial  Officer  who 
have  15  and  19  years,  respectively,  of  experience  on  government  contract  account- 
ing. As  a  result,  overhead  adjustments  arising  from  yearly  Defense  Contracting 
Audit  Agency  audits  are  routinely  minor.  ELMG's  efforts  in  this  regard  reflect  its 
firm  belief  as  an  organization  that  its  business  must  be  operated  in  compliance  with 
applicable  requirements  of  law,  both  because  this  is  the  right  thing  to  do  and  be- 
cause any  other  approach  risks  disaster  for  both  the  organization  and  its  sharehold- 
ers. 

ELMG  has  been  informed  that  its  selection  as  a  participant  in  the  General  Ac- 
counting Office's  overhead  cost  audit  was  in  no  way  based  on  any  suspicion  of  either 
wrongdoing  or  poor  financial  systems  or  controls.  In  any  event,  its  participation  in 
this  audit,  which  was  represented  as  being  for  the  purpose  of  gauging  the  effective- 
ness of  existing  systems  and  the  Defense  Contracting  Audit  Agency's  own  audit  pro- 
cedures, was  both  distracting  and  expensive.  The  GAO  auditor  was  in  residence  at 
EMS  on  a  daily  basis  for  7  full  weeks,  during  which  time  ELMG  personnel  devoted 
extensive  time  and  effort  to  providing  requested  records  and  responding  to  various 
inquiries.  At  the  conclusion  of  the  audit,  the  auditor,  his  supervisor,  and  DCAA  per- 
sonnel all  complimented  ELMG  on  both  the  thoroughness  of  its  records  and  its  co- 
operation in  making  all  documentation  freely  available.  ELMG  feels  that  its  partici- 
pation in  this  audit,  which  was  for  1989,  a  year  that  had  already  been  audited  and 
contractually  closed  by  DCAA,  was  a  public  service,  similar  to  that  of  taxpayers  ran- 
domly subjected  to  the  Internal  Revenue  Service's  "compliance"  audit  program,  for 
which  the  Company  received  no  additional  compensation. 
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Audit  Results 

ELMG's  overhead  cost  pool  for  1989  was  $19.8  million  comprising  many  thou- 
sands of  individual  entries  accumulated  throughout  the  year.  This  amount  excludes 
$410,000  of  routine  business  expenses  identified  by  ELMG's  own  system  as  being 
unallowable  for  government  overhead  allocation  purposes.  Of  the  $19.8  million,  the 
GAO  identified  $61,500  as  unallowable  and  $317,900  as  Questionable. 

ELMG  concurred  with  the  GAO's  conclusion  of  unallowability  with  respect  to 
$60,700,  having  a  cost  effect  on  cost-plus  government  contracts  of  $16,500.  Of  the 
$60,700,  $10,500  consisted  of  coding  errors,  in  which  clear  and  established  company 
policies  were  not  followed  by  virtue  of  pure  human  error.  This  amount  is  V20  of  1 
percent  of  the  aggregate  overhead  cost  pool  for  1989.  Stated  differently,  99.95  per- 
cent by  dollar  value  of  transactions  were  correctly  coded  and  entered  in  the  system. 
Although  ELMG  has  added  procedures  and  performed  further  staff  training  in  an 
effort  to  achieve  even  greater  accuracy,  ELMG  believes  that  the  99.95  percent  level 
is,  by  any  rational  standard,  an  exemplary  achievement  for  a  human  system  dealing 
with  many  thousands  of  varied  and  often  complex  transactions.  Of  the  remaining 
items  that  the  GAO  concluded  were  unallowable,  $50,200  related  to  personal  use  of 
company  automobiles;  at  that  time  ELMG  believed  such  personal  use  was  to  be 
treated  for  Federal  contract  accounting  purposes  the  same  as  for  Federal  income  tax 
purposes — that  is,  as  additional  compensation  expense  for  the  individuals,  and  such 
treatment  was  not  questioned  by  the  DCAA  office  responsible  for  ELMG.  The  GAO 
auditor  brought  to  ELMG's  attention  a  FAR  provision  that  is  fairly  described  as 
"obscure"and  that  requires  that  such  expenses  be  excluded  from  the  overhead  pools. 
Upon  being  advised  of  this  regulation,  ELMG  promptly  modified  its  system  to  ex- 
clude such  charges  for  all  open  and  future  years. 

ELMG  strongly  believes  that  it  correctly  handled  the  $317,900  of  overhead  items 
questioned  by  the  GAO.  By  far,  the  largest  of  these  items  was  a  portion  of  the  cost 
of  the  defined  benefit  plan  maintained  at  that  time.  The  cost  for  1989  had  been  de- 
termined actuarially  and  in  accordance  with  generally  accepted  accounting  prin- 
ciples, but  $255,000  could  not  be  funded  in  cash  during  1989  because  of  ERISA  limi- 
tations on  plans  that,  like  ELMG's  were  considered  to  be  fully  funded.  The  Federal 
Cost  Accounting  Standards  Board  ("CASB")  had  recognized  this  conflict  in  a  Staff 
Discussion  Paper,  a  copy  of  which  was  provided  to  GAO  by  ELMG.  As  a  result  of 
the  obvious  inequity  01  conflicting  regulatory  requirements,  the  CASB  has  granted 
Federal  procurement  agencies  authority  to  waive  the  cost  assignment  provisions  of 
Cost  Accounting  Standard  412.40  (c)  for  defined  benefit  plans  that  were  subject  to 
ERISA's  full-funding  limitations. 

At  the  time  of  the  audit,  ELMG  also  provided  to  the  GAO  a  definitive  position 
paper  supporting  ELMG's  conclusion  that  the  pension  costs  contained  in  the  1989 
overhead  submission  were  allowable.  GAO  told  ELMG  that  it  had  been  unaware  of 
the  issues  raised  by  the  CASB  Staff  Discussion  Paper  and  ELMG's  own  paper,  and 
that  it  could  not  form  a  conclusion  on  the  issue.  In  fact,  at  GAO's  recommendation, 
pension  experts  from  the  Defense  Logistics  Agency  (DLA)  were  directed  to  review 
the  matter,  and  that  review  was  nearing  completion  at  ELMG  on  the  date  of  these 
Senate  hearings.  On  the  day  following  these  hearings,  March  4,  1994,  ELMG  was 
advised  by  the  DLA  reviewer  that  the  ELMG  approach  was  correct,  and  that  the 
approach  proposed  by  the  GAO  in  questioning  ELMG's  1989  pension  costs  was  in- 
correct. 

Other  items  questioned  by  the  GAO  auditor  include: 

$27,200  for  coffee  and  tea  provided  without  charge  to  employees  and  busi- 
ness visitors.  ELMG  believes  that  this  is  a  routine  business  expense  that 
materially  contributes  to  employee  efficiency  and  effectiveness  and  to  the 
conduct  of  both  internal  meetings  and  meetings  with  third  parties.  More- 
over, the  FARs  do  not  contain  any  specific  exclusion  of  these  expenses. 

$24,200  classified  by  the  GAO  as  "lobbying."  ELMG  acknowledges  that 
lobbying  expenses  are  not  includable  in  its  overhead  pool.  However,  the  ex- 
penses at  issue  in  this  case  are  legal  fees  incurred  in  setting  up  and  attend- 
ing a  meeting  with  Senate  and  Congressional  personnel  in  order  to  provide 
technical  information  and  advice  on  alternative  approaches  to  resolving  per- 
formance difficulties  encountered  in  an  Air  Force  bomber  program.  The 
meeting  did  not  in  any  way  involve  efforts  to  affect  specific  pending  legisla- 
tion and  is  not  believed  by  ELMG  to  have  constituted  "lobbying'  as  con- 
templated in  the  FAR  exclusion. 

$11,000  in  meals  for  employees  and  business  visitors.  The  meals  in  ques- 
tion were  of  the  simple  sandwich-and-chip  variety,  and  were  provided  in 
order  to  permit  the  conduct  of  business  meetings  during  the  lunch  hour. 
The  meetings  indisputably  occurred,  and  expenses  of  this  nature  are  clearly 
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allowable,  but  this  amount  was  questioned  by  GAO  based  on  the  adequacy 
of  documentation  with  respect  to  attendees  and  nature  of  the  business  dis- 
cussion. 

Comments  Concerning  The  Handling  of  Information  Related  to  the  Audit 

ELMG  believes  that  the  Committee  and  GAO  have  badly  mishandled  the  informa- 
tion developed  by  GAO  in  the  course  of  its  audit.  After  having  served  as  a  partici- 
pant in  the  audit,  and  having  fully  cooperated  with  GAO  over  an  extended  period 
of  time,  ELMG  was  initially  unable  to  obtain  a  copy  of  its  report  from  either  GAO 
or  the  Committee.  However,  on  Christmas  Eve  1992,  a  Knight-Ridder  story  on  the 
audit  appeared,  naming  its  participants  and  detailing  various  expenditures  thought 
to  be  particularly  "abusive"  (none  of  which  involved  ELMG  except  for  $3,700  attrib- 
utable to  a  coding  error). 

ELMG  thereafter  obtained  a  copy  of  the  report,  initially  from  the  Knight-Ridder 
reporter  and  subsequently  from  GAO.  Although  ELMG  was  distressed  by  being  in- 
cluded indiscriminately  in  an  article  about  expense  practices  that  ELMG  simply 
does  not  endorse  or  permit,  the  Knight-Ridder  story  did  not  widely  appear  in  the 
press  and  ELMG  chose  not  to  make  any  public  response.  Over  a  year  later,  and 
shortly  before  the  hearings  convened,  the  AP  News  Service  carried  a  further  story 
on  the  Report,  based  in  part  on  Senator  Sasser's  opening  statement  and  containing 
the  identity  of  the  audit  participants  and  details  of  inflammatory  expenditures.  At 
the  hearings,  a  conspicuously  displayed  poster  board  detailed  expenses  "unallowable 
under  the  law";  this  poster  did  not  display  the  professional  care  exhibited  by  the 
GAO  in  its  report,  and  simply  disregarded  any  distinction  between  expenses  that 
were  in  fact  unallowable  and  those  that  were  questioned  by  the  GAO  and  were  sub- 
ject to  interpretative  issues  under  the  applicable  regulations.  Incredibly,  this  poster 
included  $225,000  for  "overcharges  for  pension  costs,"  in  total  disregard  not  only  for 
the  complex  issues  and  GAO's  own  inability  to  reach  a  final  conclusion,  but  also  of 
the  further  review  of  the  matter  by  DLA  experts  being  conducted  on  the  very  day 
of  the  hearing. 

Following  the  hearing,  we  were  contacted  by  a  reporter  for  an  Atlanta  newspaper 
who  inquired  about  specific  "overcharges"  allegedly  included  by  ELMG  in  its  over- 
head pool.  The  published  article  stated  that,  "The  government  watchdog  agency  [the 
GAO]  didn't  release  details  about  each  company,  but  an  aide  to  Senate  Budget  Com- 
mittee Chairman  Jim  Sasser  (D-TN)  told  the  State  News  Service  about  the  charge 
from  Electormagnetic  Sciences." 

Had  the  purpose  of  the  audit  and  hearings  been  as  originally  described,  to  evalu- 
ate the  effectiveness  of  existing  systems  and  audit  procedures  in  maintaining  com- 
pliance with  overhead  regulations,  the  identities  of  individual  audit  participants 
would  have  been  irrelevant,  and  the  Committee  would  not  have  displayed  mislead- 
ing poster  boards,  or  permitted  the  selective  leaking  of  information.  However,  it  ap- 
pears that  the  true  objective  was  simply  to  grab  a  few  headlines,  by  focusing  on 
items  that  could  be  expected  to  attract  media  attention  opprobrious  labels,  and  by 
recalling  the  $600  hammer.  In  the  process,  all  audit  participants  were  painted  with 
the  same  tar  brush,  regardless  of  their  individual  level  of  commitment  to  conforming 
with  the  applicable  regulations,  regardless  of  whether  their  individual  corporate 
spending  policies  include  yachts  and  foreign  trips,  and  regardless  of  the  legitimate 
interpretative  issues  that  must  be  confronted  before  concluding  that  expenses  ques- 
tioned by  the  GAO  are  in  fact  unallowable.  Rather  than  engaging  in  the  hard  honest 
work  of  analyzing  a  complex  system  and  evaluating  its  strengths  and  weaknesses, 
the  Committee  produced  a  media  circus.  In  the  process,  all  sense  of  fairness  to  the 
individual  audit  participants  and  their  employees  was  lost. 

We  wish  to  particularly  address  in  this  context  the  handling  of  the  ELMG 
$255,000  pension  cost.  Our  pension  plan  in  1989  was  a  standard  plan  on  which  our 
rank-and-file  employees  are  heavily  dependent  for  their  retirement  security.  The 
question  raised  by  the  GAO  was  not  whether  our  pension  plan  and  its  cost  are  ap- 
propriate and,  as  a  general  matter,  alowable;  rather,  the  question  was  whether  the 
actuarially  determined  charge  for  that  year,  which  charge  was  included  in  ELMG's 
financial  statements  prepared  in  accordance  with  generally  accepted  accounting 
principles,  should  have  been  included  in  the  overhead  pool  in  1989  rather  than  in 
the  later  year  in  which  the  cash  funding  was  permittee!  to  be  made.  This  plan  has 
subsequently  been  terminated,  in  part  because  of  the  increasing  cost  and  difficulty 
of  dealing  with  complex,  occasionally  conflicting,  and  frequently  changing  govern- 
mental regulations.  The  termination  did  not  result  in  either  recovery  or  prior  con- 
tributions by  ELMG  or  an  extraordinary  additional  charge  in  the  termination  year, 
and  did  not  result  in  any  cost  to  the  Pension  Benefit  Guarantee  Corporation. 
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Following  the  GAO's  acknowledgement  that  it  could  not  reach  a  decision  on  the 
issue,  and  its  recommendation  that  pension  experts  review  the  matter,  we  were  dis- 
appointed that  its  report  continued  to  list  the  pension  cost  as  a  "questionable"  ex- 
pense, without  any  reference  to  the  conflicting  regulations  or  to  its  recommendation 
for  further  expert  review.  Our  feelings  go  from  disappointment  to  outrage  that  the 
Committee  would  publicly  convert  an  expense  questioned  by  the  GAO  into  one  that 
is  "unallowable  under  the  law,"  and  would  do  so  at  the  very  time  that  further  expert 
review  of  the  issue  was  being  concluded,  and  one  day  before  the  ELMG  approach 
was  vindicated  by  this  expert  review.  We  believe  that  the  characterization  applied 
by  the  Committee  can  be  the  product  only  of  political  motivation  and  posturing  and 
not  of  a  reasoned  effort  to  analyze  the  issues  involved. 

The  current  and  former  employees  of  Electromagnetic  Sciences  are  among  the  le- 
gion of  dedicated,  hard-working  Americans  whose  ingenuity  and  productivity  over 
several  decades  created  the  communications  and  weapons  systems  that  turned 
Desert  Storm  into  a  rout.  The  effectiveness  and  relative  affordability  of  the  systems 
developed  by  the  employees  of  our  defense  industries  were  also  a  primary  force  in 
ending  the  cold  war.  The  "peace  dividend"  made  possible  by  this  achievement  has 
cost  many  of  these  employees  their  livelihoods  in  round  after  round  of  defense  cut- 
backs in  recent  years.  ELMG  believes  that  characterizing  the  annual  accrual  of  pen- 
sion benefits  for  these  employees  as  "overcharges,"  "unallowable  under  the  law,"  it 
the  type  of  cheap  political  maneuver  that  generates  deep  popular  mistrust  of  our 
elected  officials. 

General  Recommendations 

We  believe  the  proper  function  of  a  Senatorial  hearing  to  be  the  consideration  of 
serious  commentary  on  the  issue  at  hand.  In  that  spirit,  ELMG  offers  the  following 
comments: 

First,  we  believe  that  the  applicable  regulations  should  not  only  be  clari- 
fied, as  recommended  by  the  GAO,  but  also  simplified.  Ultimately,  the  regu- 
lations must  be  implemented  by  accounting  personnel,  individual  human 
beings  confronted  with  huge  numbers  of  individual  transactions  that  must 
be  classified  and  recorded.  The  larger  the  volume  of  regulations,  the  more 
complex  their  interrelationships,  and  the  finer  the  regulatory  distinctions, 
then  the  more  error  that  will  occur  due  to  misjudgment,  misunderstanding, 
or  lack  of  knowledge,  the  more  interpretative  disputes  that  will  arise,  and 
the  greater  the  expense  in  terms  of  numbers  and  quality  of  personnel  re- 
quired to  achieve  a  given  level  of  compliance.  Ultimately,  these  costs  are 
borne  by  the  government  through  the  higher  prices  that  must  be  charged 
for  government  contractors  to  attract  the  necessary  capital  and  personnel 
resources,  and  generally  for  a  contractor  to  remain  in  business. 

Second,  we  believe  that  in  seeking  to  simplify  the  FARs  and  their  admin- 
istration, the  level  of  micromanagement  of  contractor  affairs  should  be  re- 
duced. For  example,  we  think  it  is  ludicrous  that  any  government  agency 
should  concern  itself  with  whether  a  contractor  provides  its  employees  with 
coffee  and  tea.  The  effectiveness  of  our  economic  system  is  largely  attrib- 
utable to  the  decentralization  of  decision  making,  permitting  individual 
companies  to  make  their  own  judgment  how  best  to  attract  and  motivate 
personnel  resources.  The  company  that  consistently  makes  poor  choices  will 
in  due  course  be  driven  from  the  market,  either  because  of  the  poor  quality 
and  efficiency  of  its  performance,  or  because  of  an  uncompetitive  cost  struc- 
ture. This  is  as  true  of  a  contractor  performing  cost-plus  work  as  it  is  for 
any  other  business,  at  least  so  long  as  the  contractor  is  operating  within 
a  competitive  environment  (and  defense  markets  are  extraordinarily  com- 
petitive). We  think  that  this  observation  is  particularly  pertinent  to  those 
contractors  that  have  substantial  amounts  of  fixed-price  work — for  such 
contractors,  much  of  any  overhead  expense  is  not  recovered  as  additional 
cost-plus  revenue  and  is  a  direct  reduction  of  earnings;  we  believe  that  in 
such  circumstances  it  can  generally  be  assumed  that  overhead  expenses 
will  be  evaluated  by  management  in  terms  of  whether  their  contribution  to 
the  company's  performance  outweighs  the  cost  incurred,  and  we  believe 
that  further  extensive  governmental  restrictions  provide  only  marginal  ben- 
efit. 

Third,  Electromagnetic  Sciences  does  not  believe  that  additional  punitive 
legal  provisions  should  be  employed.  At  the  present  time,  contractors  are 
subject  to  extensive  audits,  to  non-payment  of  amounts  disputed  by  the  gov- 
ernment, to  penalties,  and  to  criminal  proceedings  in  the  event  of  fraudu- 
lent claims.  Additional  civil  fines  or  other  penalties  arising  from  claimed 
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overcharges  based,  for  example,  on  coding  errors,  on  obscure  regulations  not 
known  to  a  contractor,  or  on  different  interpretations  of  the  applicable  regu- 
lations, strike  ELMG  as  being  neither  fair  nor  constructive. 

Finally,  we  note  the  GAO's  general  recommendation  that  acquisition  pro- 
cedures be  moved  away  from  cost-based  contracting  toward  market-deter- 
mined prices.  As  a  general  matter,  we  have  no  quarrel  with  this  propo- 
sition. Indeed,  much  of  ELMG's  revenues  come  from  commercial  and  gov- 
ernmental fixed-price  contracts,  which  we  view  as  an  opportunity  for  our 
shareholders  to  enjoy  the  benefits  of  our  consistent  efforts  to  improve  pro- 
duction efficiency.  However,  we  urge  the  Committee  not  to  lose  sight  of  the 
basic  role  of  cost-plus  contracts.  In  our  experience,  these  contracts  are  often 
essential  when  a  company  is  asked  to  develop  a  product  or  system  that  has 
never  previously  been  built.  When  accepting  such  contracts,  ELMG  believes 
the  objective  can  be  achieved,  it  knows  a  great  deal  about  how  to  do  so,  and 
it  believes  it  can  figure  out  the  rest.  However,  when  the  risk  of  the  un- 
known is  significant,  we  believe  it  appropriate  and  beneficial  to  both  the 
contractor  and  the  government  for  the  contractor  to  surrender  the  potential 
benefits  of  achieving  the  objective  at  a  cost  below  the  contract  price,  in  ex- 
change for  the  government's  assuming  the  financial  risk  associated  with  de- 
veloping and  building  the  new  technology.  In  its  proper  context,  and  prop- 
erly administered,  the  cost-plus  contract  is  a  developmental  partnership  be- 
tween the  government  and  private  industry,  a  partnership  that  has  been 
responsible  for  most  of  this  Nation's  top-performing  defense  communica- 
tions and  weapons  systems.  ELMG  believes  that  an  adversary  posture  to- 
ward cost-plus  contractors  may  be  viewed  by  some  as  politically  advan- 
tageous, but  is  unfair  to  the  vast  majority  of  contractors  and  their  employ- 
ees, and  is  inconsistent  with  the  basic  objective  of  a  developmental  partner- 
ship. ELMG  also  believes  that  as  defense  contractors  continue  to  migrate 
towards  commercial  markets,  the  government  will  find  it  increasingly  dif- 
ficult to  attract  the  best-qualified  companies  into  development  partnerships 
unless  it  is  willing  to  fairly  share  overhead  costs  with  their  commercial  and 
governmental  fixed-price  customers,  and  to  do  so  without  adding  excessively 
to  those  costs  by  imposing  complex  regulations,  detailed  micromanagement 
standards,  extreme  standards  of  accuracy,  penalties  for  inadvertent  errors 
or  interpretative  disputes,  and  frequent  highly  detailed  audits. 

Electromagnetic  Sciences,  Inc.  appreciates  the  opportunity  to  submit  its  views  for 
consideration  by  the  Committee  and  as  part  of  the  written  record  of  these  hearings. 
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FOSTER-MILLER,  INC. 

January  18,  1993 

GAO  AUDIT  REPORT  FINDINGS  FOR  1987 


Foster-Miller,  Inc.  recently  participated  in  an  independent  General  Accounting  Office 
(GAO)  audit  of  six,  small  defense  contractors.    At  the  request  of  the  Senate  Buuget 
Committee,  the  GAO  reviewed  DCAA  audits  of  small  contractors  with  annual  government 
sales  of  between  $11  million  and  S107  million.   The  Committee  had  expressed  concern 
over  the  consistency  and  effectiveness  of  existing  government  audit*  procedures  as  well  as 
broad  interpretations  of  the  Federal  Acquisition  Regulations.   The  GAO  was  asked  to 
audit  companies  to  determine  if  they  had  included  in  their  claimed  overhead  for  1987,  any 
costs  which  were  unallowable  or  questionable.   In  an  effort  to  support  Congressional 
attempts  to  clarify  the  FAR  relating  to  the  allowability  of  overhead  cost  submissions, 
Foster-Miller  fully  cooperated  with  the  GAO  auditors. 

First,  let  me  address  what  the  GAO  djd.  determine  about  Foster-Miller.   GAO  did 
determine  that  our  company  had  the  smallest  amount  of  cost  questions.   Of  the  six 
contractors  audited,  GAO  stated  that,  "Foster-Miller  was  by  far  the  best  with  the  least 
questionable  or  unallowable  costs. " 

In  their  report  to  the  Senate  Committee  dated  November  20,  1992,  the  GAO  identified  a 
total  of  $2  million  in  overhead  costs  that  it  termed  "unallowable"  or  "questionable"  among 
the  six  companies.   The  report  further  stated  that  "not  all  of  the  unallowable  or 
questionable  costs  we  identified  represent  overcharges  to  the  government."   Unfortunately, 
the  report  did  not  identify  which  company  was  associated  with  which  unallowed  or 
questionable  item,  nor  did  it  specify  the  dollar  amount  of  each  company's  questioned 
overhead  costs.   Because  of  some  incendiary  charges  made  in  the  media,  I  feel  compelled 
to  clarify  Foster-Miller's  role  in  this  audit,  and  to  assure  employees,  customers  and 
vendors  alike  that  Foster-Miller  has  maintained  its  reputation  as  a  company  with  integrity 
and  credibility. 

Of  the  $2  million  cited  in  the  report,  only  5101,676  can  be  attributed  to  Foster-Miller.   Of 
the  $101,676,  GAO  identified  $49,511  as  unallowable  and  $52,165  as  questionable. 
Foster-Miller  concedes  that  through  an  entry  error  and  a  change  in  the  FAR  regulations 
between  1986  and  1987,  $30,112  of  the  $49,511  identified  as  "unallowable"  was  actually 
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unallowable.   GAO,  under  their  standards  of  audit,  also  identified  $52, 165  as 
"questionable. "    "Questionable"  in  terms  of  a  government  audit  means  either  that  there  is 
a  lack  of  supporting  documentation  or  that  the  FAR  is  not  clear  on  the  basis  for  accepting 
an  item  as  allowable.    "Questionable"  also  means  the  item  is  subject  to  review  by  the 
company  and  the  government  auditor.   It  does  not  mean  that  the  government  has  not 
agreed  to  reimburse  the  company  for  such  an  expense.   Foster-Miller,  in  its  audit  response 
letter  to  GAO,  disputed  each  and  every  one  of  the  expense  items  identified  in  the  $52,165; 
the  majority  of  such  costs  were  in  two  areas:   auto  related  expenses  and  marketing 
efforts. 

What  the  GAO  did  OOJ  make  clear  in  its  general  report  to  the  Senate  Committee,  but  did 
clarify  in  its  specific  audit  report  to  our  company  is  that  Foster-Miller  did  jtoj  charge 
alcoholic  beverages;  Foster-Miller  did  noj  own  or  charge  a  company  boat;  Foster-Miller 
did  not  provide  employee  dependent  scholarships;  Foster-Miller  did  QSI  send  its 
management  to  Bermuda,  Mexico,  Jamaica,  Hawaii  or  the  Grand  Cayman  Islands;  Foster- 
Miller  did  not,  purchase  tickets  or  parking  for  professional  sporting  events;  Foster-Miller 
did  not  rent  schooners;  Foster-Miller  djd  not.  purchase  cable  TV  services  for  its  retirees; 
Foster-Miller  did.  not  pay  for  a  Christmas  buffet  in  Washington,  D.C.;  Foster-Miller  did 
not  buy  state  lottery  tickets;  Foster-Miller  djd.  npj  overstate  pension  expenses  and  Foster- 
Miller  did  QPi  submit  unsubstantiated  consultant  travel  costs. 

While  one  or  more  of  the  other  five  companies  audited  did  submit  expenses  in  these  areas 
as  overhead  costs,  Foster-Miller  did  not. 

As  most  of  you  already  know,  Foster-Miller's  Code  of  Ethics  is  very  clear  in  this  regard. 
"Only  allowable  costs  shall  be  charged  to  government  contracts."   "Such  costs  must  be 
reasonable  in  amount."    "Such  costs  must  be  consistent  with  government  regulations  in 
that  certain  costs  are  "expressly"  disallowed."   Further  the  policy  states  that,  "there  are 
some  costs  which  are  necessary  business  expenses  to  Foster-Miller  but  are  specifically 
unallowable  on  government  contracts.   Any  effort  to  hide  or  disguise  such  costs  is  strictly 
forbidden." 

I  can  assure  you  that  Foster-Miller,  Inc.  and  its  management  regret  that  even  minor  errors 
were  made  in  1987.   As  a  result  of  the  GAO  audit,  Foster-Miller  has  revised  its 
accounting  systems  where  necessary.   We  will  continue  to  be  audited  yearly  by  DCAA 
and  will,  as  always,  seek  to  comply  with  aj]  Federal  Acquisition  Regulations. 

All  questions  regarding  this  matter  should  be  directed  to  Charles  Kojabashian,  President. 
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M/A-COM,  IMC. 

COMMENTS  FOR  INSERTION  IN  THE  CONGRESSIONAL  RECORD 

HEARING  OF  THE  COMMITTEE  ON  THE  BUDGET 

MARCH  3,1994 

INTRODUCTION; 

M/A-COM  is  a  Massachusetts  Corporation  founded  in  1950.  While 
it  is  a  significant  supplier  of  microwave  electronic  components  to 
many  major  weapon  systems  in  this  country's  defense  arsenal,  it  is 
principally  (virtually  solely)  a  sub-contractor.  Its  contracts 
are  essentially  firm-fixed-price  competitive  ones  obtained  through 
the  sealed  bid  procurement  process.  The  GAO's  review  pertained  to 
Microwave  Associates,  Inc.,  -  a  wholly-owned  subsidiary  of  M/A- 
COM,  Inc. 

MATURE  &  COST  STRUCTURE   OF  THE  BUSINESS; 

In  the  fiscal  year  selected  for  review  (fiscal  year  ended 
September  30,  1988),  Microwave  Associates  had  virtually  no  cost- 
reimbursable  contracts.  Out  of  a  manufacturing  base  of  $135 
million,  the  costs  pertaining  to  cost-reimbursable  contracts 
represented  but  0.00652%  of  that  base.  The  pool  of  GSA  dollars 
allocable  over  that  base  was  approximately  $37  million  or  27.54%. 
Given  these  data,  every  l/100th  of  one  percent  on  Microwave 
Associates'  GSA  rate  (the  rate  is  carried  out  that  far)  amounts  to 
$88.00  of  GSA  costs  allocated  to  its  cost-reimbursable  contracts. 

In  summary,  the  GAO  has  identified  and/or  questioned  about 
$450,000  of  GSA  costs.  While  we  will  comment  on  each  of  these 
findings,  we  would  invite  the  Committee's  attention  to  the  fact 
that  the  impact  on  cost-reimbursable  contracts  is  zero  for  the 
following  reasons: 

(a)  A  reduction  of  $450,000  in  Microwave  Associates'  GSA 
pool  reduces  the  GSA  rate  from  27.54%  to  27.17%.  The 
difference  of  0.0033%,  when  applied  to  cost-reimburse- 
able  contracts,  amounts  to  two  thousand  nine  hundred 
five  dollars  ($2,905.00). 

(b)  All  cost-cost  reimbursable  contracts  to  which  the  1988 
rates  would  apply  are  in  an  overrun  position.  The 
application  of  the  lower  rate  would  merely  reduce  the 
overrun.  In  its  40+  year  history,  Microwave  Associates 
has  never  asked  for  overrun  funding  on  cost-type 
contracts  even  though  it  was  entitled  to  do  so  under  the 
procurement  regulations  prevailing  throughout  all  these 
years . 
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Given  the  above,  it  is  Microwave  Associates'  position  that 
the  GAO's  findings  translate  to  zero  impact  on  Microwave 
Associates '  cost-reimbursable  contracts  for  the  period  in 
question. 

Below,  we  are  commenting  on  each  of  GAO's  findings: 

PERSONAL  USB  OF  COMPANY-FURNI8HED  AUTOMOBILES: 

Microwave  Associates  provides  automobiles  to  field  sales 
personnel  -  that  is  a  standard  practice  in  the  industry.  We  are 
aware  that  the  personal  use  of  these  automobiles  are  '-axable 
income  for  IRS  purposes  and  are  unallowable  costs  under  the  cost 
principles  set  forth  in  the  Federal  Acquisition  Regulation. 
Unfortunately,  the  person  calculating  our  overhead  rates  was  not 
aware  that  we  provided  automobiles  to  our  sales  personnel  and  our 
Tax  Department  did  not  advise  her.  We  have  corrected  this  situ- 
ation and  will  make  the  appropriate  rate  adjustment  for  all  open 
years . 

TRADE  SHOWS  AKD  PRODUCT  ADVERTISING  C08T8; 

We  are  aware  that  these  costs  are  unallowable  in  part.  In 
view  of  this  we  spend  considerable  time,  effort  and  human 
resources  to  collect  them  and  remove  them  in  our  calculation  of 
rates.  In  the  year  under  review,  however,  after  having  identified 
these  costs  properly,  a  simple  human  error  was  made  that  resulted 
in  the  costs  not  being  removed.  We  have  reviewed  this,  we  under- 
stand how  it  happened  and  we  have  corrected  it.  We  will  make  the 
appropriate  rate  adjustment  for  all  open  years. 

COST  OP  ALCOHOL? 

We  are  aware  that  these  costs  are  unallowable.  Upon  enactment 
of  that  cost  principle,  we  made  all  of  our  employees  aware  of  it 
and  have  provided  a  separate  account  to  capture  these  costs. 
While  a  review  of  some  transactions  revealed  that  we  have  missed  a 
few  transactions  that  involved  these  costs,  we  feel  for  the  most 
part  that  we  are  accounting  for  these  costs  properly.  In  view  of 
the  results  of  the  review,  however,  we  have  taken  action  to  re- 
inforce the  training  that  has  already  been  done. 

EMPLOYEB  RELOCATION  C08TS: 

We  are  aware  that  some  aspects  of  these  costs  are  unallow- 
able. We  missed  an  instance  where  an  employee  resigned  within  a 
year  of  relocation.  We  have  established  a  procedure  which  would 
have  our  Human  Resource  Department  communicate  these  instances  to 
the  person  calculating  indirect  rates. 
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HEDGING; 

We  have  gone  on  recorJ  with  the  GAO  on  this  element  of  cost. 
Simply  put,  we  feel  that  these  costs  are  (and  ought  to  be) 
allowable.  For  your  information  we  are  attaching  our  comments  to 
GAO. 

HOME  OFFICB  ALLOCATION: 

We  understand  the  requirements  of  Cost  Accounting  Standard 
4  03  and  we  do  indeed  allocate  home  office  costs  in  accordance  with 
that  standard.  In  Fiscal  Year  1988,  Microwave  Associates  submitted 
its  indirect  rate  proposal  to  the  DCAA  using  an  estimated  amount 
for  this  item.  Subsequent  to  the  submission  of  those  rates  but 
prior  to  settlement,  the  actual  amount  was  provided  to  Microwave 
Associates.  It  was  incumbent  on  Microwave  Associates  to  remove  the 
estimated  amount  and  replace  it  with  the  actual  amount.  Because  we 
had  a  change  in  personnel  handling  the  rates,  the  adjustment  was 
not  made.  once  again,  it  was  human  error  caused  by  a  change  in 
personnel  handling  the  rates. 

8UMMARY  AND  CONCLUSION: 

We  have  already  gone  on  record  with  the  personnel  of  the  GAO 
to  the  effect  that  we  found  the  review  helpful  and  constructive. 
It  pointed  up  several  areas  that  we  need  to  administer  more 
tightly.  In  the  final  analysis  it  is  Microwave  Associates'  policy 
and  responsibility  to  comply  fully  with  all  federal  procurement 
regulations.  We  feel  that  given  the  size  and  nature  of  our  busi- 
ness we  have  dedicated  appropriate  human  and  computer  resources  to 
do  that  effectively.  The  results  of  this  review  point  out  that  we 
need  to  do  a  better  job  in  internal  communications  between  organi- 
zational units  and  we  have  put  those  remedies  in  place. 

We  have  advised  our  cognizant  DCAA  auditor  that  prior  to  the 
settlement  of  any  more  indirect  rates  we  will  focus  on  the  areas 
that  were  invited  to  our  attention  during  this  review. 
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M/A-CQM,  INC. 
INTER-OFFICE  COMMUNICATION 

TO:        N.  DeMinico  (^/POj  DATE:  September  17,  1992 

FROM:      T.  Connolly  REF:     ATC:92:188 

SUBJ:      M/A-COM's  Position  re  Hedging  Costs 
*************************** ************************** ************ 

This  is  per  your  recent  request. 

It  is  M/A-COM's  position  that  the  costs  to  "hedge"  against 
losses  on  the  fluctuation  of  foreign  currency  is  an  ordinary, 
necessary  and  reasonable  cost  for  a  U.S.  manufacturer  to  incur. 
We  also  see  nothing  in  FAR  that  expressly  makes  these  costs 
unallowable.  We  viev  these  hedging  contracts  as  little  more  than 
insurance  policies  the  sole  purpose  of  which  is  to  mitigate  and/or 
eliminate  financial  risk  as  is  the  case  with  any  insurance  policy. 

The  mere  fact  that  they  relate  to  international  business 
should  not,  in  our  view,  be  a  factor  as  to  the  allowability  of 
these  costs.  In  fact,  the  U.S.  Government  benefits  directly  as  a 
result  of  our  international  business  activity  in  that  the  costs  of 
manufacturing  product  for  export  is  included  in  our  manufacturing 
base  for  purposes  of  developing  a  GSA  rate  for  U.S.  Government 
contracts.   Following  is  an  example  as  to  how  this  works. 

Let's  assume  that  Microwave  Associates  incurs  $20  million  to 
manufacture  product  for  export.  That  $20  million  is  included  in 
our  total  manufacturing  base  for  the  year.  Let's  assume  further 
that  we  incur  $50,000  to  hedge  against  losses  due  to  fluctuations 
in  foreign  exchange  rates.  The  impact  on  the  GSA  rate  is  about 
0.037%  which  is  of  course  nil  ($50,000  +  $135,000,000).  I  realize 
that's  not  the  real  point  but  materiality  is  always  something  to 
consider. 

The  U.S.  Government  benefits  directly  by  our  international 
manufacturing  costs  because  they  are  included  in  our  total  manu- 
facturing base;  and  to  the  extent  that  they  are,  they  help  to 
reduce  the  rate  that  gets  applied  to  U.S.  Government  contracts.  In 
other  words,  if  we  had  no  international  manufacturing  costs,  we 
would  have  had  no  hedging  costs  but  the  GSA  rate  might  have  been 
32+*  instead  of  27.5%.  This  is  how  the  U.S.  Government  benefits. 
If  the  U.S.  Government  is  a  beneficiary  of  this  activity,  it  makes 
little  sense  to  me  that  the  Government  would  maJce  the  peripheral 
costs  unallowable. 

In  view  of  the  fact  that  these  costs  are  not  expressly 
unallowable  and  in  view  of  the  fact  that  the  U.S.  Government  is  a 
direct  beneficiary  of  the  input  costs  that  prompt  these  costs  to 
be  incurred  in  the  first  place,  we  feel  that  logic  and  equity 
would  lead  one  to  conclude  that  these  costs  properly  belong  in  the 
pool  considering  that  the  manufacturing  costs  are  in  the  base. 


cc:  T.  Sullivan  SV^^.S 
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Sippican,  Inc. 


STATEMENT  CONCERNING 

GAO-CONDUCTED  OVERHEAD  ANALYSIS 

FOR  1986  AND  1987 


SUMMARY 

The  GAO  has  audited  Sippican's  overhead  expenses  for  the  two  most  recent  years  audited 
by  DCAA-1986  and  1987.  At  the  time  of  the  GAO  audit  those  two  years  were  still 
subject  to  final  review  and  negotiations  with  the  ACO.  In  the  process  of  final  review  and 
negotiations,  and  in  the  interest  of  achieving  settlement  on  all  items  questioned  by  the 
GAO,  Sippican  accepted  a  rate  adjustment  reflecting  the  GAO  position. 

In  the  course  of  GAO's  audit  some  honest  errors  were  identified  which  were  addressed  in 
negotiations  with  the  ACO  to  close  out  1986  and  1987.  The  accounting  controls  existing 
in  Sippican's  system  today  would  pick  up  these  errors.  The  audit  also  identified  issues  of 
disagreement  over  FAR  interpretation.  Sippican's  position  on  these  issues  is  as  described 
herein.  Sippican's  overhead  costs  in  these  controversial  areas  have  been  eliminated  or  are 
greatly  reduced  in  the  current  business  year  due  to  depressed  business  levels  and 
tightened  internal  budgets.  Although  we  have  herein  identified  some  areas  in  the  FAR 
where  interpretation  can  be  a  problem,  in  general,  the  company  finds  the  regulations  and 
the  DCAA  audit  process  to  be  an  effective  framework  for  conducting  business  with  the 
Government. 

Over  the  past  two  years,  Sippican  has  dutifully  cooperated  with  the  GAO  in  the  conduct 
of  this  audit.  Nevertheless,  the  company  has  found  the  process  to  be  expensive, 
demanding  of  management  attention  and  a  strain  on  its  relatively  small  accounting  and 
contracts  staff.  Although  Sippican  supports  the  need  for  the  Government  to  conduct  such 
audits,  the  company  respectfully  suggests  that,  particularly  in  the  case  of  small 
businesses,  some  additional  effort  be  made  to  limit  the  amount  of  time  involved. 


INTRODUCTION 

Sippican,  Inc.  of  Marion,  Ma.  is  a  small  business  engaged  in  the  design  and  manufacture 
of  scientific  instrumentation  and  electromechanical  devices  for  a  number  of  customers. 
The  company  has  been  in  business  since  1962  and  has  been  a  division  of  a  closely  held 
public  corporation  (1962-1981),  an  independent  public  corporation  (1981-1987),  and  a 
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subsidiary  of  a  British  corporation  (1987-1990).  As  a  result  of  a  debt-financed 
management  buyout  completed  in  1990,  the  company  is  now  a  private  U.S.  corporation 
owned  by  management. 

Sippican,  Inc.  sells  its  products  into  two  basic  markets:  oceanographic  science  and 
defense.  In  both  cases  the  markets  are  serviced  on  a  worldwide  basis  with  the  U.S. 
market  accounting  for  55-85  percent  of  total  sales.  As  a  result  of  the  justifiable 
reductions  being  made  to  defense  spending  around  the  world,  the  company  is  currently 
attempting  to  diversify  its  product  offerings  into  the  environmental  and  process  control 
instrumentation  markets.  Some  new  product  prototypes  have  been  completed,  but  the 
company  has  yet  to  sell  any  products  into  these  new  markets. 

Beginning  in  1988,  the  company  began  to  feel  the  effects  of  defense  cutbacks, 
particularly  in  its  U.S.  defense  products.  Sippican  had  been  a  supplier  of  sonobuoys  to 
the  U.S.  Navy,  but,  as  a  result  of  reduced  mobilization  base  requirements  and  the 
cancellation  of  several  next-generation  sonobuoy  development  programs,  the  company  is 
no  longer  in  the  sonobuoy  business.  Sippican's  sales,  therefore,  have  been  reduced  from 
$58M  in  1987  to  $35M  in  1993,  while  total  overhead  expenses  were  reduced  from  $25M 
to  S17M  for  the  same  years.. 

In  response  to  the  overall  reduction  in  Sippican's  sales,  the  company  has  been  forced  to 
reduce  staffing  and  trim  discretionary  spending  in  all  areas  in  order  to  remain  viable. 
Overall  employment  has  been  cut  from  700+  employees  in  1987  to  today's  level  of  273 
employees.  The  company  is  currently  profitable  and  is  cautiously  optimistic  about  its 
ability  to  stabilize  and  to  begin,  once  again,  to  grow,  given  success  with  the  product 
diversification  strategy  mentioned  earlier. 

With  the  history  of  the  company  in  mind,  it  is  important  to  realize  that  the  analysis 
conducted  by  the  GAO  on  Sippican  data  from  1986  and  1987,  the  company's  highest 
revenue  years,  is  representative  of  a  company  different,  in  some  respects,  from  the 
company  in  operation  today.  To  be  sure,  both  in  1986  and  today  in  1994,  the  company 
has  been  and  is  operated  with  strict  adherence  to  the  highest  ethical  standards.  However, 
there  can  be  no  question  that,  given  the  current  depressed  sales  levels,  internal  budgets 
are  much  tighter  today  than  they  were  six  years  ago.  Also,  as  with  most  evolving 
businesses,  internal  management  and  accounting  controls  are  more  mature  today  as 
compared  to  1986. 
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THE  GAP  AUDIT 

The  GAO  began  its  audit  of  Sippican's  overhead  expenses  in  December  1991.  As  a 
company  with  a  significant  portion  of  its  revenues  attributable  to  U.S.  defense  contracts, 
Sippican  understands  its  obligation  to  support  the  various  audits  which  the  government 
conducts.  Sippican  has  spent  in  excess  of  $50,000  in  support  of  this  audit.  The  process 
is  not  without  a  certain  amount  of  emotional  trauma  associated  with  the  high  visibility 
often  accompanying  GAO  studies.  This  audit  has  been  burdensome  for  our  small 
business  and  has  required  considerable  management  attention. 

In  the  process  of  the  audit,  GAO  personnel  focused  on  overhead  expenses  not  addressed 
or  previously  agreed  to  by  DCAA  auditors.  For  the  two  years  involved,  1986  and  1987, 
the  GAO  questioned  approximately  $357,000  of  overhead  expenses  on  total  U.S. 
government  sales  of  approximately  $87,000,000.  Of  the  $87M  in  U.S.  government  sales 
for  those  two  years,  $16M  involved  cost-type  and  flexibly  priced  contracts  and  $71M 
represented  firm  fixed  price  contracts. 

In  discussing  with  GAO  personnel  their  position  on  allowability  of  the  questionable 
overhead  expenses,  the  company's  evaluation  of  the  questioned  items  fell  into  three  basic 
categories:  1)  honest  errors,  2)  areas  with  insufficient  supporting  documentation  and  3) 
differences  of  Federal  Acquisition  Regulation  (FAR)  interpretation. 

In  all  cases  these  issues  have  been  addressed  in  the  follow-on  discussions  with  DCAA 
and  subsequent  negotiations  with  the  Administrative  Contracting  Officer  (ACO)  prior  to 
closing  out  the  two  years  involved.  (Negotiations  were  completed  and  agreements  signed 
for  1986  and  1987  overhead  rates  on  26  August  1993.)  In  category  1,  "honest  errors",  the 
company  agrees  that  some  items  have  been  misallocated.  In  category  2,  "insufficient 
supporting  documentation,"  the  company  feels  the  charges  have  been  appropriately 
allocated  but  cannot  today  produce  sufficient  proof  of  allocability  to  satisfy  the  GAO's 
auditors. 

Given  the  focus  of  the  GAO's  audit  as  Sippican  understands  it,  however,  it  is  the  category 
3  issues,  "differing  FAR  interpretations,"  that  may  be  of  most  interest  to  the  Senate 
Budget  Committee.  Some  of  these  issues  are  addressed  in  the  paragraphs  that  follow: 

a)  Scholarships  for  Children  of  Employees.  This  issue  accounts  for 
$3 1,000  of  the  costs  questioned  by  GAO  auditors.  In  these  years  Sippican, 
through  a  program  independently  managed  by  the  Citizens'  Scholarship 
Foundation  of  America,  Inc.,  awarded  up  to  five  new  $2,000  per  year 
scholarships  on  the  basis  of  academic  achievement  and  need  to  employee's 
children.  Company  officers'  children  were  excluded  from  participation.  If 
five  new  scholarships  were  awarded  each  year,   and  if  each  awardee 
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successfully  completed  a  four-year  course  of  study,  the  company  could 
spend  $40,000  per  year  on  these  scholarships.  As  a  practical  matter,  annual 
costs  averaged  substantially  less  than  $40,000  due  to  some  student's 
inability  to  maintain  the  requisite  academic  standards,  due  to  the  student's 
parent  leaving  the  employ  of  Sippican,  or  due  to  student  participation  in 
Associates  Degree  (two-year)  programs. 

The  GAO  contends  that  these  scholarships  are  unallowable  under  FAR 
31.205-44,  Training  and  Education.  Sippican  contends  that  these  costs  are 
allowable  under  FAR  3 1.205-13,  Employee  Morale,  etc. 

FAR  31.205-44  has  only  one  sentence  on  mis  subject,  "Costs  of  college 
plans  for  employee  dependents  are  unallowable."  As  Sippican  interprets 
this  restriction,  blanket  plans  providing  for  educational  support  of  all 
dependent  children  are  disallowed.  However,  that  is  not  the  intent  of 
Sippican's  program.  The  objective  of  our  relatively  modest  partial 
scholarship,  selectively  applied,  is  to  improve  employee  morale  and 
employer-employee  relations  in  accordance  with  FAR  31.205-13.  The 
company  works  hard  to  promote  programs  like  this  scholarship  program  to 
foster  a  stable,  motivated  and  dedicated  work  force  to  the  benefit  of  the 
company  and  its  customers. 

b)  Employee  Outings  and  Entertainment  This  issue  accounts  for 
approximately  $27,000  of  expenses  associated  with  employee  outings  and 
entertainment  activities  for  employees  and/or  employee  family  members. 

The  GAO  contends  that  these  costs  are  unallowable  under  FAR  31.205-14, 
Entertainment  Costs.  Sippican  agrees  that  a  minor  portion  of  these  costs 
was  incorrectly  allocated  as  allowable;  however,  the  majority  of  these  costs 
should  be  allowable  under  FAR  31.205-13,  Employee  Morale,  etc. 

As  mentioned  in  b)  above,  important  benefits  accrue  to  the  company  and  its 
customers  from  the  maintenance  of  a  dedicated,  stable  work  force.  The 
company  feels  that  its  expenditures  have  not  been  extravagant  or 
unreasonable  in  this  area,  particularly  in  the  competitive  wage  environment 
which  existed  in  Massachusetts  in  1986  and  1987.  In  today's  environment, 
because  of  internal  budget  pressure  and  the  overall  unemployment  picture, 
company  expenditures  are  appropriately  down  in  these  accounts. 

c)  Employee  Participation  in  Trade  Shows.  This  issue  accounts  for 
approximately  $62,000  for  employee  travel  and  labor  associated  with  trade 
shows. 
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The  GAO  contends  that  these  costs  are  unallowable  under  FAR  31.205-1. 
Sippican  agrees  that  the  FAR  in  1986  and  1987  prohibited  costs  of  trade 
shows  even  when  they  contained  significant  opportunity  to  promote  export 
sales.  Sippican  however  contends  that  the  labor  and  travel  costs  being 
questioned  were  largely  allowable  activities  performed  coincident  with 
trade  shows.  Any  purely  unallowable  activity  was  a  minor  and  immaterial 
portion  of  these  employees'  labor  and  travel. 

As  a  small  company,  Sippican  has  been  very  selective  about  its 
participation  in  trade  shows.  As  a  rule,  Sippican  has  participated  in  only 
two  major  trade  shows  each  year— the  U.S.  Navy  League's  "Sea-Air-Space 
Expo",  held  each  year  in  Washington,  D.C.  and  the  Marine  Technology 
Society's  "Oceans  Conference",  held  annually  at  varying  locations  in  the 
U.S.  and  Canada.  In  both  cases  Sippican  employees  have  traditionally 
presented  technical  briefings  (an  allowable  activity)  as  part  of  their 
participation  in  these  conferences.  Furthermore,  Sippican  employees 
routinely  use  these  conferences  as  cost-effective  and  convenient 
opportunities  to  schedule  necessary  meetings  with  customers  and  business 
partners  for  the  exchange  of  technical  and  schedule  information  on  current 
projects.  In  addition,  each  of  these  conferences  is  supported  by  extensive 
technical  programs  important  to  the  ongoing  education  and  training  of  our 
technical  staff. 

Pure  "trade  show"  participation  of  the  sort  previously  disallowed  has  been  a 
very  minor  portion  of  the  employees'  travel  and  labor  costs  questioned  by 
the  GAO.  Sippican  is  of  the  opinion  that  only  incidental  employee  time  has 
been  expended  in  purely  disallowed  trade  show  activities  and  the 
questioned  costs  should,  therefore,  be  allowable. 

As  an  aside,  again  due  to  reduced  staffing  levels  and  budget  constraints, 
Sippican  no  longer  participates  in  the  "Sea-Air-Space  Expo"  except  to 
attend  technical  sessions.  Also,  the  current  FAR  31.205-1  allows  for  trade 
show  costs  involving  significant  efforts  to  promote  export  sales,  an 
opportunity  provided  by  both  the  "Sea- Air-Space"  and  "Oceans" 
conferences. 
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The  Honorable  Jim  Sasser 
United  States  Senate 
Committee  on  the  Budget 
Washington,  DC    20510-6100 

Dear  Senator  Sasser 

For  the  past  three  months  the  GAO  has  been  in  SPARTA's  offices  performing  an 
exhaustingly  thorough  examination  of  our  expense  accounts  for  1988  and  1989.  Our 
management  has  been  cooperative  and  courteous  in  lending  assistance,  providing 
information  and  explanations  to  the  GAO  for  this  examination.  We  estimate  that  over  500 
hours  have  been  incurred  by  SPARTA  to  support  the  GAO  examination.  However,  we 
believe  the  findings  by  the  GAO  to  be  seriously  in  error,  the  result  of  an  apparent  intent 
to  cite  unallowable  costs  regardless  of  whether  they  exist  in  fact 

In  the  preliminary  version  of  the  GAO  report  on  the  results  of  their  examination  of 
SPARTA's  records,  provided  to  us  for  our  review  and  comment,  the  GAO  asserted  that  a 
total  of  $64,558  in  indirect  costs  claimed  by  SPARTA  in  1988  and  1989  were  expressly 
unallowable,  that  a  total  of  $106,573  in  costs  were  not  substantiated  by  adequate 
documentation,  and  that  a  total  of  $337,416  in  costs  are  regarded  as  questionable  by  the 
GAO  on  the  basis  of  "Ambiguous  FAR  Criteria."  We  emphatically  reject  these  findings  by 
the  GAO  as  demonstrably  incorrect,  irrational,  and  derived  from  a  highly  biased  audit 
approach.  We  have  discussed  our  objections  verbally  with  the  GAO  and  provided  a  formal 
written  rebuttal,  with  quantitative  substantiation,  to  the  GAO.  Our  understanding  is  that 
the  GAO  did  not  have  time  to  review  our  formal  rebuttal  prior  to  the  hearing  before  your 
committee  on  October  1,  1992.  Consequently,  this  statement  summarizes  our  objections. 

A      Cnsts  Aaened  as  Rrpresslv  Tlnallnwahle 

The  GAO  report  identified  $11,242  in  1988  and  $9,846  in  1989  of  expressly  unallowable 
business  conference  costs.  The  amounts  Identified  by  the  GAO  as  expressly  unallowable  are 
incorrect,  particularly  the  costs  the  GAO  claim  are  in  excess  of  per  diem.  In  their  initial 
report,  the  GAO  identified  $6,598  related  to  the  cost  of  the  dinner  for  employees  at  the 
1988  Annual  Business  Meeting  as  an  expressly  unallowable  expense.  Following  the  exit 
discussion  with  SPARTA  the  GAO  revised  this  figure  downward  to  $3,205.  We  believe  the 
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GAO's  current  position  still  does  not  address  the  fact  that  allowable  costs  customarily 
include  a  Meal  and  Incidental  Expense  (M&IE)  allowance  for  actual  meeting  days  as  well 
as  the  required  travel  days  preceding  and  following  a  meeting.  SPARTA's  Annual  Business 
Meeting  lasted  two  days  and  required  a  day  of  travel  before  and  after  the  meeting.  As  a 
result,  M&IE  of  S33.00  per  day  for  four  days  or  a  total  of  $132.00  for  each  employee  would 
be  allowable  for  this  particular  meeting.  Over  the  course  of  the  meeting,  SPARTA  actually 
provided  each  employee  with  meals  totaling  $69 .58.  The  company's  written  guidance  to  the 
attendees  to  the  meeting  expressly  directed  employees  to  limit  claims  for  reimbursement  of 
M&IE  to  two  days  at  $25.00  per  day  instead  of  the  normal  4  days  at  $33.00  per  day  to 
account  for  the  meals  provided  at  company  expense.  As  a  result,  the  total  actual  M&IE 
costs  per  employee  for  the  meeting  totalled  $6938  plus  $50.00  ■  $11958  compared  to  the 
allowable  amount  of  $132.00.  How  can  $3,205  be  regarded  as  unallowable  when  the 
company  adopted  a  policy  that  resulted  in  charges  of  $1,875.42  ($132.00  x  151  minus  $119  J8 
x  151)  less  than  allowable? 

Our  rebuttal  identified  in  detail  other  instances  of  errors  made  by  the  GAO  similar  to  the 
above.  The  costs  related  to  SPARTA's  business  conferences  identified  by  the  GAO  as 
expressly  unallowable  are  overstated.  We  believe  the  correct  amount  of  unallowable  costs 
is  $7,676  claimed  as  a  result  of  inadvertent  errors,  rather  than  the  $21,088  asserted  by  the 
GAO. 

The  GAO  reviewed  SPARTA's  automobile  policy  in  1988  and  1989  and  discovered  that 
there  were  discrepancies  in  accounting  for. the  trade-ins  of  the  company  automobiles  for  four 
SPARTA  employees.  The  company's  management  agrees  with  the  GAO's  findings  on  three 
of  the  four  automobiles.  The  fourth  automobile  in  which  the  GAO  claims  that  $5,400  was 
charged  erroneously  to  overhead  when  a  1984  Audi  was  traded  in  for  a  1989  Toyota  Supra. 
The  entry  to  reflect  the  transaction  is  indeed  confusing,  but  a  gain  of  $5,400  was  also 
recorded  offsetting  the  impact  of  the  loss. 

B.      Inadequate  Documentation 

The  GAO  has  classified  as  questionable  consulting  costs,  $32,678  in  1988  and  S69.726  in 
1989.  Tht  reason  given  for  classifying  these  costs  in  this  manner  was  inadequate 
documentation.  The  FAR  citation  for  these  kinds  of  costs  is  31.205-33.  Professional  and 
Consultant  Services,  effective  during  this  time  period,  has  two  key  provisions  on 
documentation:  Paragraph  (b)(8)  states  that  one  factor  to  consider  is  the  adequacy  of  the 
contractual  agreement  for  the  service  (e.g„  description  of  service,  estimate  of  the  time 
required;  rate  of  compensation;  and  termination  provisions).  Paragraph  (d)  states  that  fees 
for  services  rendered  shall  be  allowable  only  when  supported  by  evidence  of  the  nature  and 
scope  of  the  service  furnished. 

This  was  the  entire  FAR  criteria  for  documentation  during  the  time  period  in  question.  It 
should  be  noted  that  the  provision  of  the  FAR  was  amended,  after  1989  to  incorporate  more 
stringent  documentation  requirements.  We  have  reviewed  the  above  costs  and  disagree  that 
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the  documentation  was  inadequate,  particularly  with  respect  to  the  FAR  provisions  in  effect 
during  1988  and  1989.  The  DCAA  reviewed  most  of  the  same  consultant  costs  during  their 
indirect  rate  audits  and  also  concluded  that  the  documentation  was  adequate.  It  appears 
that  the  GAO  auditors  used  the  most  recent  FAR  provision  as  the  standard  for 
documentation  or  perhaps  they  were  more  accustomed  to  the  formality  and  paperwork  of 
larger  defense  companies.  Some  examples  which  represent  the  majority  of  costs  questioned 
are  as  follows: 

In  1989,  about  S5.000  of  the  costs  questioned  were  those  related  to  consulting  services  of 
our  public  accounting  firm,  Price  Waterhouse.  For  small  assignments,  it  is  not  customary 
for  public  accounting  firms  to  work  under  consulting  agreements;  therefore,  no  agreements 
were  in  place.  The  invoice  received  from  Price  Waterhouse  listed  the  assignments 
performed.  The  invoice  was  consistent  with  their  standard  practices  and  industry  standards. 
We  believe  the  documentation  was  adequate. 

In  1989,  about  $51,000  of  consulting  services  were  incurred  and  paid  to  Mr.  Buck  Jones. 
The  company  had  a  consulting  agreement  in  place  for  Mr.  Jones  which  described  his 
services  and  the  rate  of  compensation.  His  invoices  detailed  the  projects  he  was  working 
on  by  charge  number  and  number  of  hours  by  charge  number.  This  was  the  basis  for  the 
Operation  Manager  to  evaluate  and  approve  the  invoices  for  payment  This  consultant  was 
for  all  practical  purposes  a  full  time  employee  during  this  period,  which  is  why  he  listed 
charge  numbers  on  his  invoice.  He  ultimately  became  an  employee.  We  believe  that  the 
documentation  was  adequate  and  met  the  FAR  criteria. 

In  1988,  about  S3,000  of  consulting  services  were  incurred  and  paid  for  the  cost/schedule 
control  system  services  of  Humphreys  and  Associates,  Inc.  At  the  time,  SPARTA  was 
evaluating  cost/scheduling  systems  for  compliance  with  the  requirements  of  some  of  the 
larger  contracts  that  were  being  bid.  A  consulting  agreement  was  in  place  which  stated  the 
services  to  be  provided  and  the  compensation.  Invoices  were  submitted  which  detailed  the 
hours  worked  and  the  rate  per  hour.  We  believe  that  this  documentation  was  adequate  and 
met  the  FAR  criteria. 

In  summary,  we  believe  the  documentation,  the  procurement  practices  and  the 
payment/internal  controls  in  place  during  1988  and  1989  were  adequate  for  which  we 
believe  there  should  be  no  issue  as  to  adequacy  of  documentation.  The  examples  cited 
above  comprise  $64,000  of  the  total  of  $102,000  of  consultant  charges  for  which 
documentation  was  questioned  by  the  GAO.  The  GAO  found  that  we  had  missing 
documentation  for  roundly  S4,000  of  travel  and  related  costs. 

C.      Costs  Classified  As  Ouestinnahle  Based  On  Ambiguous  FAR  Criteria. 

In  addition  to  the  meeting  costs  identified  as  expressly  unallowable,  the  GAO  categorized 
all  of  the  remaining  costs  related  to  the  business  conferences  as  questionable  on  the  basis 
of  ambiguous  FAR  criteria.  The  GAO's  stance  is  based  on  the  fact  that  the  meetings  in 
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question  are  conducted  at  resort  locations.  Based  on  the  locale  of  the  meeting  alone,  the 
GAO  determined  that  the  primary  purpose  of  the  meetings  is  social  in  nature. 

The  GAO  has  concluded  that  the  labor  associated  with  the  meetings  is  correctly  charged  as 
an  allowable  cost,  yet  they  challenge  the  non-labor  costs  (travel,  lodging,  meals)  as  social. 
SPARTA  management  believes  that  it  is  inconsistent  and  convoluted  to  argue  that  labor 
costs  are  non-social  but  travel  costs  for  the  same  meeting  are  social.  It  is  inconceivable  to 
us  that  a  revision  to  FAR  would  be  recommended  by  this  committee  which  states  that  labor 
cc:ts  and  associated  travel  costs  can  be  treated  dissimilarly,  other  than  existing  per  diem 
criteria  which  seems  to  work  well. 

With  regard  to  the  costs  for  our  annual  meetings,  costs  can  only  be  disallowed  if  they  don't 
meet  the  tests  of  allowability  in  FAR,  are  unreasonable  or  are  unallocable.  It  seems  that 
the  GAO  is  most  interested  in  concluding  that  these  costs  somehow  are  unallowable.  There 
is  nothing  in  the  FAR  cost  principles  that  prohibit  business  and  technical  meetings  and 
conferences.  This  brings  up  the  question  of  why  SPARTA  has  these  meetings  in  resort 
locations.  The  answer  is  that  these  meetings  are  a  part  of  the  company's  incentive 
compensation  program.  Paid  attendance  of  these  meetings  is  specifically  identified  as  one 
of  the  four  components  of  the  company's  incentive  program.  The  difference  in  cost  for  the 
resort  locations  therefore,  can  be  justified  under  cost  principle  FAR  31205-6,  Compensation, 
Section  (f)  Incentive  Compensation.  The  company  doesn't  consider  the  difference  in  cost 
to  be  unreasonable.  The  company  obtains  very  reasonable  rates  for  airfare  and  hotels, 
because  of  the  size  of  the  group  and  the  advance  bookings.  The  rates  are  always  within  the 
government  per  diem  rate  for  that  location  and  the  difference  for  any  actual  expense  over 
those  government  rates  treated  as  unallowable  costs. 

It  has  been  generally  agreed  to  by  the  GAO  that  if  the  meetings  were  held  in  a  continental 
United  States  site  mat  the  costs  would  not  be  challenged.  It  seems  only  logical  that  the  only 
amount  subject  to  argument  should  be  the  difference  between  resort  travel/lodging  costs 
and  the  U.S.  site  travel/lodging  costs*.  We  have  calculated  the  cost  differences  between 
holding  the  meetings  at  resort  locations  vs.  at  or  near  SPARTA  facilities  and  found,  in  some 
instances,  that  it  is  less  expensive  to  hold  the  meetings  in  resort  locations.  In  those  instances 
where  it  is  less  expensive  to  hold  the  meetings  at  a  SPARTA  facility  than  at  a  resort 
location,  the  cost  difference  is  small,  10%  of  total  labor  and  travel  costs.  This  cost 
difference  is  a  small  but  very  effective  component  of  the  company's  incentive  compensation 
program  and  should  be  assessed  on  that  basis  with  respect  to  allowability. 

Finally,  it  is  not  understood  why  the  GAO  views  business  meetings  in  resort  locations  as 
social,  when  the  Treasury  Department  believes  differently.  In  the  Tax  Reform  Act  of  1981, 
the  tax  laws  were  changed  to  allow  as  a  deductible  business  expense,  the  cost  of  business 
meetings  held  in  the  North  American  areas,  which  include  the  Caribbean  and  Mexico. 
Business  conventions  were  encouraged  to  enhance  economic  development  in  these  areas. 
So,  the  U.S.  Treasury  Department's  encouragements  are  diametric  to  the  GAO.  SPARTA 
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management  cannot  understand  the  GAO's  assertion  that  business  meetings  cannot  be  held 
in  these  locations. 


We  have  no  quarrel  with  the  GAO  performing  a  review  of  our  records;  however,  we  strongly 
oppose  a  myopic,  highly  focused  approach  that  doesn't  take  into  consideration  that  SPARTA 
is  in  a  highly  competitive  environment.  The  defense  industry  is  highly  regulated  and  very 
competitive  and  becoming  more  difficult  every  day.  We  must  compete  with  companies  that 
are  very  similar  to  us,  in  similar  surroundings  using  similar  tools  with  a  cost  structure  that, 
because  of  the  regulations,  is  also  very  similar.  We  determined  that  in  order  for  SPARTA 
to  be  successful,  we  must  be  a  little  different  and  more  motivational  by  offering  more 
rewards  to  the  over  achieving  employee  and  at  the  same  time  stay  within  the  Federal 
Acquisition  Regulations.  We  have  achieved  success  by  being  a  little  different  from  our 
competition.  That  difference  is  well  within  the  restrictive  rules  promulgated  by  the  FAR. 
It  certainly  cannot  be  in  the  government's  best  interest  to  require  each  company  to  look 
alike,  act  alike  and  operate  the  same  way.  To  do  so,  stymies  creativity  and  exceptional 
performance  and  it  fosters  mediocrity.  We  believe  that  it  is  inappropriate  to  concentrate 
an  examination  on  just  one  aspect  of  our  incentive  system,  those  being  our  two  annual 
meetings,  without  carefully  examining  the  company's  entire  compensation  strategy. 

SPARTA  is  100%  owned  by  its  employees  and  directors  and  has  been  very  successful  in 
growing  the  company  to  an  expected  sales  level  of  $80  million  in  1992.  SPARTA  has 
twenty-seven  offices  in  thirteen  states  with  close  proximity  to  government  agencies  and 
private  contractors  for  which  services  are  performed.  The  managers  in  these  offices  have 
Substantial  autonomy  in  identifying  and  pursuing  business  opportunities  for  the  company. 
Principal  to  SPARTA's  success  has  been  a  philosophy  of  high  incentives,  stringent  cost 
controls  and  participative  management;  we  are  a  non-controversial,  aboveboard  pride*  in- 
performance  company.  SPARTA  is  proud  to  state  that  it  has  never  overrun  an  indirect  cost 
pool  and  believes  that  the  employee  owned  spirit  of  responsibility  is  a  key  factor  in  financial 
and  technical  performance. 

You  have  asked  us  to  respond  to  the  following: 

■     The  amount  of  resources  devoted  to  complying  with  GAO's  audit  requests  and  the 
performance  of  the  audit  staff. 

As  mentioned  above  we  estimate  that  we  have  spent  over  500  hours  of  our  accounting  and 
executive  time  in  support  of  this  over  three  month  effort  that  continues  even  to  the  date  of 
this  letter.  While  we  strongly  disagree  with  the  audit  approach  and  conclusions  reached,  the 
GAO  audit  staff  was  cordial  and  patient. 
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■  The  effectiveness  of  existing  laws  and  regulations  in  protecting  the  interests  of  both  the 
industries  and  the  government. 

We  operate  in  an  over  regulated  environment  that  is  constantly  under  the  public  eye.  The 
present  laws  and  regulations  are  too  complex  and  difficult  to  administer.  The  expense  of 
compliance  is  extremely  costly  and  results  in  expensive  products  and  services.  And  now,  we 
are  being  singled  out,  not  because  we  have  violated  existing  regulations,  but  for  something 
entitled  "Ambiguous  FAR  Criteria."  The  last  thing  the  defense  industry  needs  is  another 
oversight  agency  that  makes  an  attempt  to  tell  companies  how  to  incennvize  their  employees 
and  manage  their  business. 

■  The  impact  on  your  operations  of  the  1987  establishment  of  penalty  provisions 
designed  to  address  contractor  overcharges. 

As  a  small  business,  we  believe  our  internal  accounting  controls  are  adequate  to  safeguard 
company  assets  and  ensure  that  accurate  financial  records  are  maintained,  including 
accounting  for  unallowable  costs.  No  company  can  guarantee  perfection  in  this  regard;  and, 
we  are  the  first  to  admit  that  honest  mistakes  of  an  immaterial  nature  occur.  We  make  the 
best  use  of  our  limited  resources  in  this  area.  We  have  not  been  assessed  or  charged  with 
any  penalties  from  the  1987  Establishment  of  Penalty  Provisions. 

■  Your  relationship  with  the  DCAA  and  the  performance  of  this  agency,  both  in 

reviewing  past  conduct  as  well  as  shaping  future  behavior. 

We've  had  a  good  working  relationship  with  the  DCAA.  They  target  their  resources  in  the 
areas  where  the  payoff  is  highest  They  spend  roundly  300  audit  hours  for  a  complete 
overhead  audit  for  a  particular  year.  This  is  in  contrast  to  what  we  estimate  to  be  more 
than  1,000  hours  for  the  two  years  that  the  GAO  reviewed  We  don't  think  spending 
countless  more  audit  hours  looking  for  unallowable  costs  is  cost  effective.  We  believe  that 
the  audit  time  spent  by  DCAA  and  DCAA'S  audit  techniques  and  procedures  in  this  area 
are  adequate,  and  that  the  cost  of  more  extensive  auditing  would  exceed  the  returns. 

Very  truly  yours, 


■^Ly^^y 


Wayne  R. 


/ayne  R.  Winton 
President  and  Chairman 
of  the  Board 
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November  20.  1992 

The  Honorable  Jim  Sasser 
Chairman,  Committee  on  the  Budget 
United  States  Senate 

The  Honorable  Kent  Conrad 
United  States  Senate 

As  you  requested,  we  reviewed  the  overhead  cost  submissions  of  six 
defense  contractors  where  the  Defense  Contract  Audit  Agency  (dcaa)  does 
not  have  a  resident  audit  office.  With  government  sales  of  between 
$11  million  and  $107  million  each  for  the  years  we  audited,  the  six 
contractors — and  many  other  smaller  contractors— do  not  have  the 
volume  of  government  business  to  justify  the  permanent  resident  office 
oversight  that  dcaa  maintains  at  large  defense  contractors.  Our  objective 
was  to  determine  whether  these  contractors  were  including  in  their 
overhead  cost  submissions  costs  that  are  expressly  unallowable  under  the 
Federal  Acquisition  Regulation  or  are  of  questionable  allowability. 


Background 


The  Federal  Acquisition  Regulation  cost  principles  require  defense 
contractors  to  identify  and  exclude  unallowable  costs  from  their  overhead 
submissions.  Further,  the  Defense  Federal  Acquisition  Regulation 
Supplement  requires  defense  contractors  to  certify  that  to  the  best  of  their 
knowledge,  these  submissions  do  not  include  unallowable  costs.  Yet, 
dcaa's  fiscal  year  1991  audits  questioned  about  $1.3  billion  in  contractor 
direct  and  indirect  costs  allocated  to  government  contracts,  dcaa  officials 
said  that  their  data  system  does  not  separately  identify  the  "amount  of 
direct  and  indirect  costs  questioned,  but  that  the  predominate  amount 
would  be  for  indirect  costs — or  overhead  as  it  is  commonly  known. 
Contractor  overhead  submissions  are  used  to  establish  overhead  rates  that 
are  used  in  the  settlement  of  contracts,  such  as  cost  and  incentive-type 
contracts.  They  also  provide  the  historical  cost  basis  for  overhead 
estimates  used  in  the  negotiation  of  fixed-price  contracts. 


Results  in  Brief 


At  all  six  contractors  we  reviewed,  contractors  did  not  identify  and 
exclude  all  unallowable  costs,  as  required  by  the  Federal  Acquisition 
Regulation.  For  example,  in  addition  to  almost  $1  million  in  costs 
questioned  by  dcaa  at  these  six  contractors,  we  identified  about  $2  million 
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more  in  overhead  costs  that  are  either  expressly  unallowable  or 
questionable.' 

The  federal  cost  principles  governing  allowability  for  entertainment, 
employee  morale  and  welfare,  and  business  meeting  costs  lack  sufficient 
clarity  to  assure  consistent  and  appropriate  application,  and  they  are  being 
interpreted  broadly  by  some  of  the  contractors  we  reviewed. 

Limited  transaction  testing  (tracing  expenditures  back  to  supporting 
documentation  and  evaluating  their  allowability)  of  contractor  overhead 
cost  submissions  by  dcaa  may  have  also  contributed  to  unallowable  or 
questionable  costs  going  undetected.  Transaction  testing  is  a  key  step  to 
assure  that  contractor  internal  controls  are  excluding  unallowable  costs 
from  contractor  cost  submissions. 


Unallowable  and 
Questionable  Costs 
Included  in 
Contractors' 
Submissions 


At  six  contractors,  we  identified  about  $2  million  in  overhead  costs  that 
are  expressly  unallowable  or  questionable.  These  costs  were  not  excluded 
by  the  contractors  from  their  overhead  submissions  or  questioned  in  dcaa 
audits.  At  four  of  the  six  contractors,  dcaa  auditors  did  not  question  any 
overhead  costs.  Yet,  our  audit  work  identified  $1.3  million  of  unallowable 
or  questionable  costs.  At  the  other  two  contractors,  dcaa  audits  of  either 
1  or  2  years  of  overhead  cost  submissions  questioned  the  allowability  of 
almost  $1  million  in  overhead  costs.  Our  audit  work  at  these  two 
contractors  identified  over  $700,000  in  additional  costs  that  are  either 
unallowable  or  questionable. 

Not  all  of  the  unallowable  or  questionable  costs  we  identified  represent 
overcharges  to  the  government  These  costs  were  included  in  the 
contractors  overhead  pool  and,  if  not  detected,  a  portion  would  have  been 
allocated  to  its  defense  work.  The  actual  amount  of  overcharges  would 
depend  on  the  amount  of  government  versus  commercial  business 
performed  by  the  contractor  and  the  types  of  contracts  with  the 
government.  In  addition  to  being  charged  to  government  cost  and 
incentive-type  contracts,  undetected  unallowable  costs  may  affect  the 
negotiation  of  fixed-price  contracts. 


'Expressly  unallowable  costs  are  those  costs  thai  are  specifically  stated  to  be  unallowable  under  the 
provisions  of  an  applicable  law,  refutation,  or  contract  Questionable  costs,  generally,  are  those  costs 
for  which  the  contractor  was  unable  to  provide  adequate  support,  or  where  the  nature,  purpose,  and 
reasonableness  of  the  expenditure  is  in  question 
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Expressly  Unallowable 
Costs 


Alcoholic  Beverages 


Personal  Use  of  Automobiles 


Personal  Use  of  a  Boat 


Advertising  and  Trade  Shows 


Our  review  identified  expressly  unallowable  costs  that  were  included  in 
contractors'  overhead  submissions.  Some  of  our  findings  are  discussed 
below. 

The  Federal  Acquisition  Regulation  expressly  states  that  alcoholic 
beverage  costs  are  unallowable  as  a  charge  against  government  contracts. 
Yet,  at  five  of  the  six  contractors  we  examined,  we  found  almost  $24,000  of 
alcoholic  beverages  in  the  contractors'  overhead  submissions.  For 
example,  one  contractor  included  in  its  overhead  submission,  $1,621  for  a 
Saturday  evening  " working"  dinner  attended  by  21  employees  and 
consultants  at  a  cost  of  $77  per  person.  The  contractor  included  the  entire 
bill,  even  though  this  amount  included  $745  for  a  bar  fee  and  alcoholic 
beverages,  a  cost  of  $35  per  person. 

Although  costs  for  the  personal  use  of  company  automobiles  are  expressly 
unallowable  under  the  Federal  Acquisition  Regulation,  five  of  the  six 
contractors  we  reviewed  failed  to  exclude  about  $173,000  of  automobile 
expenses  related  to  personal  use  from  their  overhead  cost  submissions.  In 
addition,  because  these  costs  tend  to  be  recurring,  the  contractors  may 
have  also  included  similar  unallowable  automobile  charges  in  their  cost 
submissions  for  years  other  than  those  we  audited. 

Also,  one  contractor  overstated  its  automobile  account  by  about  $33,000 
because  of  errors  related  to  the  replacement  of  company  vehicles. 

The  Federal  Acquisition  Regulation  clearly  states  that  entertainment 
expenses  are  unallowable.  However,  one  contractor  included  in  2  years  of 
overhead  submissions  about  $62,000  in  expenses  related  to  the  personal 
use  of  the  company's  boat  The  boat,  a  46-foot  sportfishing  vessel,  was 
used  for  both  product  testing  and  entertainmenL 

The  Federal  Acquisition  Regulation  provides  that  costs  directly  associated 
with  unallowable  costs  are  also  unallowable.  We  found  that  four 
contractors  failed  to  exclude  about  $217,000  in  unallowable  trade  show 
costs  and  costs  directly  associated  with  unallowable  advertising  and  trade 
shows.  One  contractor  included  about  $178,000  in  costs  for  its  advertising 
and  trade  show  departments  in  its  overhead  submission  due  to  a  cost 
analyst's  failure  to  remove  the  costs,  even  though  the  analyst's  cost 
records  identified  these  costs  as  unallowable.  An  official  of  this  contractor 
acknowledged  that  the  same  type  of  error  may  have  been  made  in  oilier 
years'  submissions  and  in  at  least  one  of  its  estimates  of  future  years' 
overhead  rates.  Accordingly,  the  contractor  told  us  it  is  reviewing  its  most 
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Employee  Dependent 
Scholarships 


recent  overhead  cost  submission  and  plans  to  make  adjustments  for  any 
errors. 

The  Federal  Acquisition  Regulation  generally  disallows  the  costs  of 
tuition,  fees,  textbooks,  and  similar  or  related  benefits  provided  to  persons 
other  than  company  employees.  Further,  costs  of  college  plans  for 
employee  dependents  are  expressly  unallowable.  Yet,  one  contractor  had 
an  employee  dependent  scholarship  program  that  for  each  year  provides 
up  to  five  renewable  $2,000  scholarships  to  employee  dependents.  Over  a 
2-year  period,  this  contractor  included  in  its  overhead  cost  submissions 
about  $31,000  for  this  scholarship  program. 

Although  the  contractor  agrees  that  these  costs  are  unallowable  under  the 
training  and  education  cost  principle,  it  nevertheless  maintains  that  the 
costs  are  ". .  .clearly  allowable  under  the  spirit  and  intent . ."  of  the 
employee  morale  and  welfare  cost  principle.  We  disagree.  We  believe  that 
these  costs  are  expressly  unallowable  under  the  training  and  education 
cost  principle. 


Questionable  Costs 


Business  Meetings 


In  addition  to  including  costs  in  their  overhead  submissions  that  are 
expressly  unallowable,  the  six  contractors  also  included  costs  that  we 
consider  to  be  questionable.  We  questioned  costs  when  the  contractor 
could  not  provide  the  documentation  required  to  support  the  costs,  or 
when  the  purpose,  nature,  or  reasonableness  of  the  expenditure  was  in 
question. 

The  Federal  Acquisition  Regulation  provision  allowing  costs  for  business 
meetings  was  cited  by  contractor  officials  as  justification  for  trips  to  resort 
locations,  including  those  to  foreign  countries.  For  example,  one 
contractor  included  about  $50,000  of  travel  expenses  in  its  overhead 
submission  for  an  annual  management  meeting  held  in  Bermuda  for  40 
employees  and  a  consultant  Thirty-six  spouses  and  guests  also  went  on 
the  trip,  but  at  their  own  expense. 

Another  contractor,  over  a  2-year  period,  included  about  $333,000  in  its 
overhead  submission  for  travel  to  Puerto  Vallarta,  Mexico,  Jamaica;  the 
Grand  Cayman  Island;  and  Hawaii  for  its  annual  management  and  business 
meetings.  For  example,  at  a  cost  of  about  $102,000,  this  contractor  sent 
151  employees  (over  one-third  of  its  employees)  to  Montego  Bay,  Jamaica, 
to  attend  what  the  company  calls  its  annual  business  meeting.  The 
employees  brought  112  spouses  or  guests.  According  to  the  contractor,  the 
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purpose  of  this  meeting  was  to  review  operating  policy  and  marketing 
strategy  and  to  serve  as  a  stockholders  meeting.  Such  meetings,  according 
to  the  company,  are  ". .  .intended  to  promote  a  corporate  'cohesiveness' 
via  both  social  and  business  interaction. . ."  and  to  ". .  .combine  business 
and  fun  via  an  opportunity  to  extend  to  a  low  cost  vacation  (at  personal 
expense)  In  a  resort  area.  Employees  are  encouraged  to  bring  their 
spouses  or  families."  The  contractor  claims  that  the  additional  costs  of 
meetings  in  resort  areas  are  a  form  of  incentive  compensation. 

While  we  do  not  argue  with  the  need  to  have  legitimate  business  meetings, 
when  the  business  trip  takes  on  the  character  of  a  vacation,  such  as  In  the 
above  instances,  we  question  whether  the  government  should  pay  for 
contractor  employees  to  attend  business  meetings  at  resort  locations, 
especially  at  tropical  resort  locations  outside  the  United  States. 

Entertainment  and  Employee  The  Federal  Acquisition  Regulation  expressly  disallows  entertainment 

Morale  costs  for  social  activities  and  tickets  to  sporting  events  and  shows. 

However,  the  regulation  on  entertainment  costs  refers,  without  any 
explanation,  to  the  cost  principle  on  employee  morale  and  welfare  costs, 
which  are  generally  allowable.  Because  of  this  reference,  some 
contractors  we  reviewed  maintain  that  entertainment-type  expenses  for 
employees  are  an  allowable  cost  of  maintaining  employee  morale  and 
welfare  and  include  such  costs  in  their  overhead  submissions.  For 
example,  over  a  2-year  period,  one  contractor's  overhead  submissions 
included  $14,000  for  parking  and  tickets  for  professional  sporting  events 
(Boston  Red  Sox  and  Boston  Celtics  games),  $10,000  for  schooner  rentals 
for  40  employees  and  their  guests,  $5,800  for  running  shoes  for  employees, 
and  about  $12,000  for  cable  television  charges  for  retirees. 

Another  contractor  included  in  its  overhead  submission  about  $10,600  for 
a  Christmas  party  buffet  for  its  Washington,  D.C.,  area-based  employees 
and  their  guests.  The  party's  cost,  for  the  104  persons  in  attendance,  was 
$102  per  person,  three  times  the  maximum  daily  meals  and  incidental 
expenses  allowance  for  contractor  employees  in  a  travel  status.  The 
19-item  menu  was  3  pages  long  and  included  grilled  whole  Pacific  salmon, 
tiny  roasted  potatoes  filled  with  a  julienne  of  smoked  duck,  and 
buckwheat  blinis  topped  with  American  sturgeon  caviar.  The  $10,600  cost 
of  the  party  included  about  $  1 ,500  for  decorations  and  flowers,  a  disk 
jockey,  and  a  magician  The  contractor  also  included  $150  in  state  lottery 
tickets  as  Christmas  party  prizes  in  its  overhead  cost  submission. 
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Pension  Expenses 


Inadequately  Supported  Costs 


Using  the  regulation  on  employee  morale  and  welfare  costs  to  claim  costs 
for  social  activities  and  tickets  to  sporting  events  is  questionable,  we 
believe,  because  the  Federal  Acquisition  Regulation  on  entertainment 
specifically  disallows  these  costs. 

We  also  found  that  one  contractor  may  have  overstated  pension  expenses 
by  about  $255,000  because,  contrary  to  the  Federal  Acquisition  Regulation, 
it  failed  to  limit  the  amount  of  pension  costs  to  those  actually  paid  into  the 
pension  fund.  In  its  fiscal  year  1989  overhead  submission,  this  contractor 
included  $324,000  for  employee  pension  costs;  yet,  it  only  paid  $69,000  into 
the  pension  fund.  While  the  contractor  agreed  that  under  a  strict 
interpretation  of  the  regulation  the  $255,000  included  in  overhead  above 
the  amount  actually  paid  into  the  fund  was  unallowable,  it  believes  other 
issues  could  affect  the  allowability  of  these  costs.  These  include 

(1)  whether  a  prior  year's  payment  into  its  pension  fund  in  excess  of 
expenses  could  be  considered  a  prefunding  of  later  years'  expenses  and 

(2)  whether  a  possible  waiver  to  the  pension  regulation  could  be  obtained 
from  the  Department  of  Defense  (dod).  The  contractor  said  that  it 
intended  to  pursue  these  matters  with  the  government  contracting  officer. 

The  Federal  Acquisition  Regulation  places  the  responsibility  for 
supporting  overhead  costs  on  the  contractor.  Three  of  the  six  contractors 
did  not  adequately  support  the  nature  and  scope  of  about  $152,000  in 
consultant  service  expenses.  For  example,  one  contractor  submitted  about 
$  16,000  for  travel  costs  without  documenting  the  purpose  of  the  travel 
expense.  Adequate  support  is  required  to  justify  the  allowability  of  these 
costs. 


We  also  questioned  $210,000  of  contractor  automobile  expenses  because 
three  contractors  failed  to  collect  the  data  needed  to  show  the  extent  of 
personal  use.  For  example,  one  company  included  about  $127,500  of  such 
automobile  costs  in  its  overhead  rate  submission. 


Various  Factors  Are 
Responsible  for 
Unallowable  and 
Questionable  Costs  in 
Overhead 
Submissions 


Federai  regulations  require  defense  contractors  to  identify  and  exclude 
unallowable  costs  from  their  overhead  submissions  and  to  certify  that  to 
the  best  of  their  knowledge,  these  submissions  do  not  include  unallowable 
costs.  Each  of  the  six  contractors  we  reviewed  excluded  some 
unallowable  costs  from  its  overhead  cost  submission.  Vet,  our  work 
indicates  that  these  six  contractors'  internal  control  systems  are  not 
identifying  and  excluding  significant  amounts  of  unallowable  or 
questionable  costs  from  their  overhead  cost  submissions.  Standards  for 
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internal  controls  require  that  control  systems  provide  reasonable 
assurance  that  the  objectives  of  the  system  will  be  accomplished.  The 
internal  control  systems  for  identifying  and  excluding  unallowable  costs  at 
the  six  contractors  we  reviewed  need  to  be  strengthened. 

The  Federal  Acquisition  Regulation  governing  allowability  for 
entertainment,  employee  morale  and  welfare,  and  business  meeting  costs 
luck  sufficient  clarity  to  assure  consistent  and  appropriate  application,  and 
they  are  being  interpreted  broadly  by  some  of  the  contractors  we 
reviewed.  The  cost  principles  need  to  be  clarified. 

Limited  dcaa  transaction  testing  of  contractor  overhead  cost  submissions 
may  have  also  contributed  to  dcaa's  failing  to  identify  unallowable  costs  at 
the  contractors  we  reviewed.  At  one  contractor,  for  example,  dcaa  spent 
155  hours  reviewing  the  contractor's  overhead  submission,  but  only  26 
hours  on  transaction  testing.  At  another  contractor,  dcaa's  audit  involved 
233  hours  of  which  only  48  hours  were  spent  on  transaction  testing. 

The  Government  Auditing  Standards  provide  that  in  determining  the 
nature,  timing,  and  extent  of  the  audit  steps  and  procedures  to  test  for 
compliance,  the  auditor  should  assess  the  risk  of  noncompliance.  Based 
on  that  assessment,  the  auditor  should  design  steps  and  procedures  to 
provide  reasonable  assurance  of  detecting  material  instances  on 
intentional  or  nonintenuonal  noncompliance,  dcaa's  Mandatory  Annual 
Audit  Requirements  provide  the  basic  criteria  and  procedures  necessary  to 
comply  with  government  auditing  standards  in  the  contract  audit 
environment,  dcaa's  policy  requires  that  the  reason  for  omission  of  any 
mandatory  requirement  must  be  documented  in  the  working  papers. 

dod  acknowledged  that  the  two  audits  described  above  were  not  done  in 
full  compliance  with  dcaa  policy  related  to  audit  planning  and  evidential 
matter,  dod  informed  us  that  the  Director,  dcaa,  has  tasked  the  Regional 
Director  responsible  for  these  two  audits  to  review  not  only  that  field 
office  but  all  field  offices  in  the  region  to  determine  compliance  with  dcaa 
policy.  With  regard  to  other  locations,  dod  stated  that  dcaa's  testing  of 
transactions  was  proper.  However,  the  fact  that  our  audit  work  identified 
substantial  unallowable  or  questionable  costs  that  were  not  detected  by 
dcaa  at  all  six  contractors  suggests  that  increased  transaction  testing  by 
dcaa  would  liA-e  resulted  in  the  identification  of  additional  unallowable 
costs.  It  also  would  have  provided  dcaa  more  reasonable  assurance  that 
the  contractors  were  in  compliance  with  the  federal  regulations. 
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Recommendations 


We  recommend  that  the  Secretary  of  Defense  clarify  the  Federal 
Acquisition  Regulation  by  (1)  eliminating  the  reference  to  other  cost 
principles  in  the  entertainment  cost  principle  and  (2)  adding  a  statement 
that  costs  made  specifically  unallowable  under  the  entertainment  cost 
principle  are  not  allowable  under  other  cost  principles.  We  also 
recommend  that  the  Secretary  of  Defense  evaluate  the  cost  principles  to 
determine  whether  additional  guidance  is  needed  concerning  the 
allowability  of  business  meetings  at  resort  locations,  especially  resort 
locations  outside  the  United  States. 


We  recommend  that  the  Director,  dcaa,  evaluate  the  extent  to  which  field 
offices  need  to  spend  more  time  in  transaction  testing,  especially  at 
nonmajor  contractors.  We  recognize  that  dcaa  does  not  have  the  resources 
to  make  in-depth  reviews  at  small  contractors  each  year.  However,  dcaa 
should  consider  detailed  in-depth  reviews  of  contractors'  incurred  costs 
every  3  or  4  years.  The  potential  for  an  in-depth  review  would  act  as  an 
incentive  for  contractors  to  ensure  that  unallowable  costs  are  excluded 
from  their  indirect  cost  submissions. 


Contractors'  and 
DOD's  Views  and  Our 
Evaluation 


As  requested,  we  did  not  obtain  full  coordinated  dod  comments  on  this 
report  We  did,  however,  obtain  comments  on  our  findings  and 
conclusions  from  contractor  officials  and  from  dod. 

While  the  six  contractors  we  reviewed  disagree  with  some  of  our  findings, 
three  informed  us  that  they  will  strengthen  their  internal  controls  to 
ensure  that  unallowable  overhead  costs  are  identified  and  excluded  from 
their  overhead  submissions.  Five  contractors  stated  that  they  are 
reviewing  their  overhead  submissions  for  fiscal  years  other  than  those  we 
audited  to  remove  any  unallowable  costs  of  the  type  we  identified.  We 
believe  these  are  positive  steps. 


dod  stated  that  dcaa  has  taken  recent  actions  to  strengthen  audit 
performance  at  contractor  locations  where  it  does  not  have  resident 
offices,  dod  cited  a  series  of  initiatives  dcaa  has  taken  or  has  in  process, 
including  an  evaluation  of  audit  planning  and  transaction  testing,  new 
audit  guidance  on  transaction  testing  and  contractor  internal  control 
structures,  and  new  training  on  transaction  testing.  We  have  not  evaluated 
the  implementation  of  these  recent  initiatives,  but  believe  they  are  steps  in 
the  right  direction. 
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dod  also  stated  that  the  cost  of  oversight  is  aui  important  review 
consideration.  We  recognize  that  dcaa  has  limited  resources  that  must  be 
allocated  based  on  an  assessment  of  risk.  Nevertheless,  our  findings  point 
out  that  the  depth  of  dcaa's  audits  was  not  sufficient  to  identify  significant 
amounts  of  unallowable  or  questionable  costs  at  several  contractors. 

Sf*nr>p  anrl  ^e  eva'uated  whether  six  defense  contractors  were  including  in  overhead 

t_      ,    ,  cost  submissions  costs  which  are  unallowable  or  questionable  under  the 

■MCtnOdOlOgy  Federal  Acquisition  Regulation.  In  selecting  the  contractors,  we  examined 

dcaa  audit  reports  and  related  working  papers  for  a  larger  group  of 
contractors.  We  judgmentally  selected  the  six  contractors  to  obtain  a  mix 
of  manufacturing  and  service-type  companies.  Since  the  contractors  we 
reviewed  were  not  selected  on  a  random  basis,  our  results  are  not 
necessarily  representative  of  the  universe  of  small  contractors. 

These  six  contractors  are  audited  by  non-resident  dcaa  offices.  With 
government  sales  of  between  $  1 1  million  and  $  1 07  million  each  for  the 
years  we  audited,  none  of  the  six  contractors  had  a  sufficient  volume  of 
government  business  to  justify  the  permanent  resident  office  oversight 
that  dcaa  maintains  at  large  defense  contractors.  Appendix  I  lists  the  six 
contractors  we  reviewed. 

In  examining  the  overhead  cost  submissions  at  the  six  contractors,  we 
concentrated  on  those  areas  that  we  believe  to  be  most  vulnerable  to 
overbilling.  These  include  the  costs  of  business  meetings,  travel, 
entertainment,  consultants,  advertising,  and  costs  justified  under  a  Federal 
Acquisition  Regulation  section  titled  employee  morale,  health,  welfare, 
food  services,  and  dormitory  costs.  In  examining  selected  costs,  we  traced 
the  costs  to  documentation  supporting  their  nature  and  purpose.  From  this 
examination,  we  made  a  determination  as  to  whether  the  costs  were 
allowable  or  questionable  under  the  Federal  Acquisition  Regulation 
existing  at  the  time. 

We  conducted  our  audit  between  November  1991  and  October  1992  in 
accordance  with  generally  accepted  government  auditing  standards. 

Unless  you  publicly  announce  its  contents  earlier,  we  plan  no  further 
distribution  of  this  report  until  30  days  from  its  issue  date.  At  that  time,  we 
will  send  copies  to  the  Secretary  of  Defense;  the  Directors  of  the  Defense 
Logistics  Agency  and  dcaa.  the  Director,  Office  of  Management  and 
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Budget;  and  other  interested  congressional  committees.  Copies  will  also 
be  made  available  to  others  upon  request 

Please  contact  me  at  (202)  276-8400  if  you  or  your  staff  have  any  questions 
concerning  this  report.  Other  major  contributors  to  this  report  are  listed  in 
appendix  II. 


Paul  F.  Math 

Director,  Research,  Development,  Acquisition, 
and  Procurement  Issues 
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Appendix  I 

Six  Companies  Included  in  GAO  Review 


Electromagnetic  Sciences,  Inc.,  Norcrass,  Georgia 

Foster-Miller,  Inc.,  Waltham,  Massachusetts 

M/A-COM,  Inc.,  Wakefield,  Massachusetts 

Sippican,  Inc.,  Marion,  Massachusetts 

Sparta,  Inc.,  Laguna  Hills,  California 

SRS  Technologies,  Newport  Beach,  California 
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Appendix  II 


Major  Contributors  to  This  Report 


National  Security  and 
International  Affairs 
Division,  Washington, 
D.C. 


Boston  Regional 
Office 


Clark  G.  Adams,  Assistant  Director 
Charles  W.  Thompson,  Assistant  Director 
Charles  W.  Malphurs,  Advisor 


Paul  M.  Greeley,  Regional  Management  Representative 
Susie  A.  Pickens,  Evaluator-in-Charge 
Nicolas  F.  DeMinico,  Evaluator 
Raffaele  Roffo,  Evaluator 


Atlanta  Regional 
Office 


George  C.  Burdette,  Regional  Assignment  Manager 
Arthur  W.  Sager,  Site  Senior 


Los  Angeles  Regional 
Office 


Ronald  A.  Bononi,  Regional  Management  Representative 
Phillip  Abbinante,  Evaluator 
Kenneth  H.  Roberts,  Evaluator 
George  Vissio,  Jr.,  Evaluator 
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E-Svstems  Corporation 

GAO  identified  about  $2.8  million  in  unallowable  or  questionable 
costs  at  E-Systems.  Two  examples  discussed  in  our  testimony  are 
shown  below. 

Personal  Use  of  Automobiles 

According  to  the  FAR,  the  cost  of  using  company  furnished  vehicles 
for  employees'  personal  use  is  unallowable  compensation.  The 
employee  compensation  is  reported  to  the  Internal  Revenue  Service 
(IRS)  as  taxable  income,  while  the  cost  to  the  company  is  deducted 
from  its  cost  submissions.  To  correctly  report  and  exclude 
unallowable  cost  for  personal  use  of  company  vehicles  from  the 
overhead  submissions,  the  contractors  internal  controls  must  be 
adequate  to  assure  complete  records  of  employees  assigned  company 
vehicles  and  their  personal  use  mileage. 

Corporate  headquarters  trom  1989  to  1992  did  not  have  adequate 
records  of  employees  assigned  company  vehicles  and  their  personal 
use  mileage.  In  1989  and  1990  corporate  records  were  not  adequate 
to  calculate  personal  use  cost  for  five  employees  which  should  have 
been  excluded  from  the  submissions.  In  1991,  we  could  not 
determine  if  personal  use  costs  was  properly  excluded  from  the 
submission  because  the  company  was  unable  to  supply  a  list  of 
employees  assigned  vehicles  for  the  entire  period.  In  1992 
personal  use  costs  for  one  employee  was  not  excluded  from  the 
submission.  Based  on  the  reported  average  personal  use  in  each 
year,  we  estimate  the  company  did  not  exclude  about  $28,000  for 
personal  use  of  company  vehicles  from  its  submissions.  Inadequate 
records  on  personal  use  of  company  vehicles,  we  observed,  also 
resulted  in  the  contractor  not  reporting  income  to  the  IRS  for  3  to 
5  employees  in  each  of  the  years  we  reviewed. 

Travel 

Airfare  costB  are  limited  to  the  cost  of  the  lowest  standard 
commercial  airfare,  according  to  the  FAR.  However,  E-Systems 
included  the  full  cost  of  two  chartered  aircraft  flights  in  its 
overhead  claim.  These  chartered  flights,  costing  about  $19,300,  is 
significantly  more  than  the  maximum  amount  allowed  based  on 
standard  commercial  fares.  For  example,  in  June  1989,  three 
company  executives  chartered  an  aircraft  for  a  trip  to  an 
investment  conference  in  South  Carolina.  This  flight  cost  $13,019, 
or  about  $4,340  per  person.  If  standard  commercial  airfares  for 
these  executives  had  been  used,  the  allowable  cost  would  have  been 
about  $11,000  less. 

We  also  identified  about  $27,100  in  travel  costs  incurred  by 
employees  planning  or  executing  unallowable  mergers  and 
acquisitions  activities.  The  FAR  states  that  expenses  associated 
with  such  activities  are  unallowable.  Other  unallowable  travel 
costs  totalling'  $11,300  were  not  for  an  identified  business 
purpose. 


THE  PRESIDENT'S  FISCAL  YEAR  1995 
DEFENSE  BUDGET  REQUEST 


WEDNESDAY,  MARCH  9,  1994 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 
The  committee  met,  pursuant  to  notice,  at  10:04  a.m.,  in  room 
SD-608,  Dirksen  Senate  Office  Building,  Hon.  Jim  Sasser  (chair- 
man of  the  committee)  presiding. 

Present:  Senators  Sasser,  Conrad,  Dodd,  Murray,  Domenici, 
Grassley,  Bond,  Brown,  Gorton,  Gregg. 

Staff  present:  Larry  Stein,  staff  director;  and  Randy  DeValk,  as- 
sistant director  for  national  defense. 

For  the  minority:  G.  William  Hoagland,  staff  director;  and  Roy 
Phillips  senior  analyst  for  national  defense. 

OPENING  STATEMENT  OF  CHAIRMAN  SASSER 

Chairman  Sasser.  The  committee  will  come  to  order. 

This  morning,  the  Senate  Budget  Committee  continues  its  hear- 
ings on  the  Administration's  budget  for  fiscal  year  1995,  and  I 
want  to  welcome  as  our  witness  this  morning  the  distinguished 
Secretary  of  Defense,  Dr.  William  Perry. 

Secretary  Perry  is  one  of  our  most  able  and  dedicated  public 
servants.  He  has  many  accomplishments  and  many  honors  in  the 
defense  arena,  and  they  stretch  over  3  decades.  He  is  a  consum- 
mate professional  in  the  area  of  defense  policy. 

We  all  look  forward  to  his  testimony  this  morning  with  great  in- 
terest, but  before  moving  on  to  his  testimony,  I  think  a  few  obser- 
vations might  be  in  order  here  this  morning. 

We  are  reaching  the  end  of  the  20th  Century,  and  our  country 
is  trying  to  meet  many  new  challenges,  but  perhaps  none  as  far- 
reaching  as  meeting  the  challenge  that  has  been  presented  to  us 
by  the  end  of  the  cold  war  and  by  the  disintegration  of  the  old  So- 
viet Union,  our  old  nemesis  that  is  no  more. 

Last  year  the  Congress  passed  the  Nation's  first  post-cold  war 
budget.  It  was  a  budget  that  no  longer  clung  to  a  world  that  has 
gone  by,  but  reflected  many  of  the  changes  that  have  occurred  since 
we  embarked  in  the  1980's  on  the  largest  peacetime  military  build- 
up in  the  Nation's  history.  I  might  say,  parenthetically,  that  some 
of  us  feel  that  we  are  still  paying  for  that  enormous  military  build- 
up of  the  1980's  through  continued  wrestling  with  the  deficit  and 
interest  payments  on  the  National  debt. 

We  have  charted  a  new  course  with  this  Administration  that  is 
guided  by  our  commitment  to  defense  readiness,  but,  at  the  same 
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time,  to  fiscal  responsibility,  and  my  advice  is  that  we  should  follow 
the  course,  "Steady  as  she  goes,"  and  stay  steady  in  the  boat  with 
this  new  policy. 

In  my  view,  the  Administration's  budget  request  for  the  Depart- 
ment is  reasonably  fair  and  meets  the  task  at  hand.  In  fact,  my 
only  reservation  is  that  it  exceeds  the  task  at  hand,  and  I  am  not 
one  who  is  persuaded  that  we  are  spending  too  little  on  our  mili- 
tary establishment. 

In  passing,  I  might  observe  that  if  we  are  spending  too  little  on 
defense,  it  certainly  seems  odd  to  me  that  we  can  afford  the  luxury 
of  $18  billion  over  the  next  5  years  for  the  Ballistic  Missile  Defense 
Initiative.  That  strikes  me  as  the  equivalent  of  spending  billions  of 
dollars  on  a  vaccine  when  the  threat  has  largely  become  nonexist- 
ent. 

There  has  also  been  a  great  deal  of  rhetoric  and  breast-beating 
over  a  supposed  $20-billion  shortfall  in  the  defense  budget.  I  say 
supposed  shortfall  because  I  don't  believe  for  a  moment  that  this 
gap  exists.  The  gap  is  nothing  more  than  the  difference  between 
projected  priorities  and  constrained  resources.  The  same  difference 
exists  in  virtually  every  other  area  of  the  budget,  all  of  which  are 
equally  affected  by  economic  conditions  like  inflation. 

Anyone  who  seriously  studies  this  budget  knows  that  there  is  no 
funding  shortfall  in  the  defense  budget  for  fiscal  year  1995,  and 
again,  there  is  always  the  question  in  defense,  as  there  is  every- 
thing else,  of  how  are  we  going  to  hit  the  out-year  targets.  How- 
ever, we  will  hit  the  out-year  defense  targets  as  we  have  been  hit- 
ting our  discretionary  targets  for  5  years.  We  will  reassign  prior- 
ities within  the  defense  number.  We  will  terminate  some  programs, 
shave  some  back.  That  is  what  we  will  have  to  do. 

However,  having  said  that,  I  would  also  point  out  that  our  com- 
mitment to  fiscal  responsibility  implies  that  we  must  bring  greater 
efficiency  to  all  segments  of  government,  including  the  Department 
of  Defense,  and  the  American  taxpayers  expect  no  less  of  us  or  the 
Department. 

Mr.  Secretary,  all  of  your  statements  and  actions  indicate  to  me 
that  you  are  uniquely  qualified  to  accept  the  responsibility  of  bring- 
ing greater  efficiency  to  the  Department  of  Defense  and  to  give  the 
taxpayers  of  this  country  a  dollar's  worth  of  defense  for  a  dollar's 
worth  of  money  spent. 

Unhappily,  the  committee's  hearings  last  week  on  contractor 
overhead  abuse  in  the  Department  of  Defense  pointed  out  in  shock- 
ing and  stark  terms  that  we  can  find  additional  savings  in  existing 
accounts  without  sacrificing  one  iota  of  readiness. 

Based  on  this  hearing,  I  believe  that  an  additional  investment  in 
DOD's  audit  functions,  perhaps  from  a  cold  war  relic  like  ballistic 
missile  defense  or  even  the  new  aircraft  carrier,  could  produce 
enormous  savings  for  the  American  taxpayers.  That  is  an  invest- 
ment worth  exploring,  I  think,  in  much  greater  detail. 

So,  in  conclusion,  Mr.  Secretary,  I  want  to  commend  you  and 
your  subordinates  at  the  Department  of  Defense  for  all  the  hard 
work  that  has  gone  into  producing  this  budget  request.  I  think  it 
reflects  a  keen  appreciation  of  the  realities  of  the  world  situation 
as  we  presently  see  it.  It  reflects  a  new  awareness  on  the  part  of 
the  Department  of  Defense  towards  a  responsibility  for  deficit  re- 
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duction.  It  also,  I  think,  clings  to  a  commitment  of  producing  a  de- 
fense that  is  second  to  none  in  the  world. 

We  thank  you  for  appearing  here,  and  I  want  to  turn  now  to  our 
distinguished  Ranking  Member  for  any  statements  or  comments  he 
might  wish  to  make. 

Senator  Domenici? 

OPENING  STATEMENT  OF  SENATOR  DOMENICI 

Senator  Domenici.  Mr.  Chairman,  might  I  just  inquire,  since 
there  are  a  few  of  us  in  number  in  attendance  at  this  moment? 
Senator  Bond  has  some  real  time  constraints,  and  I  have  conferred 
with  Senator  Grassley.  I  had  wondered  if  after  I  deliver  my  open- 
ing, and  I  will  make  it  brief,  whether  Senator  Bond  might  take  just 
a  couple  of  minutes  for  an  opening  statement. 

Chairman  Sasser.  I  think  that  would  be  satisfactory.  Our  at- 
tendance is  small  this  morning,  and  I  think  any  Senator  who  wish- 
es might  make  an  opening  statement. 

Senator  Domenici.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  good  morning.  It  is  good  to  have  you  here. 

Secretary  Perry.  Good  morning,  Senator. 

Senator  Domenici.  I  recall  just  before  your  confirmation  a  phone 
call  that  I  received  from  you  when  you  wanted  to  come  visit  me  as 
part  of  your  confirmation  visitations,  and  I  think  I  told  you  then, 
and  I  would  like  it  to  be  in  the  record  now  at  least  in  our  commit- 
tee, that  I  said  I  did  not  think  you  should  waste  your  time  because 
I  was  going  to  vote  for  you  and  thought  your  appointment  was 
probably  long  overdue,  and  I  was  glad  to  be  on  your  side  on  that 
one.  I  just  want  to  tell  you  that  since  that  time,  you  have  certainly 
not  let  that  confidence  on  my  part  down  a  bit,  and  I  congratulate 
you  for  the  job  you  are  doing. 

Secretary  Perry.  Thank  you  very  much. 

Senator  Domenici.  Today  we  are  reviewing  the  1995  budget  re- 
quest for  your  Department.  This  request  is  for  $252  billion  in  budg- 
et authority,  representing  a  real  cut  of  1  percent  over  last  year. 
That  comes  on  top  of  a  9-percent  real  cut  in  defense  last  year.  So 
the  combination  of  the  two  is  10  percent  in  2  years. 

The  1995  request  is  about  35  percent  below  the  1985  level  and 
represents  the  10th  straight  year  of  real  cuts  to  defense  budget  au- 
thority, which  ultimately  controls  people  who  look  at  outlays  and 
wonder  what  we  are  talking  about,  but,  ultimately,  budget  author- 
ity will  get  the  programs  and  get  the  procurement  in  other  things. 

I  note  from  my  colleagues  that  this  is  the  second  time  that  I  have 
had  an  opportunity  to  hear  your  presentation.  I  enjoyed  it  the  first 
time,  and  I  am  looking  forward  to  it  again.  I  assume  it  will  be 
somewhat  different.  I  heard  it  in  Appropriations  not  too  long  ago. 

This  budget,  however,  has  a  few  things  I  think  you  ought  to  ex- 
plain to  us.  It  protects  readiness  with  a  hefty  increase  to  the  oper- 
ations and  maintenance  account  and  a  modest  1.6  percent  pay 
raise  for  military  personnel. 

I  note  that  operations  and  maintenance  appropriations  will  de- 
cline, however,  almost  13  percent  in  real  terms  between  1995  and 
1999.  1995  is  up,  but  over  the  5  years,  it  is  down  dramatically.  This 
occurs  when  more  and  more  defense  resources  are  being  devoted  to 
what  traditionally  are  not  counted  as  purely  defense  functions;  for 
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example,  humanitarian  operations  and  environmental  cleanup. 
They  are  both  becoming  very  big  ticket  items;  in  particular,  the 
cleanup.  I  know  it  is  long  overdue,  but  I  think  it  ought  to  be  put 
into  perspective  as  to  what  is  happening  to  the  traditional  O&M 
budget. 

The  story  for  procurement  in  R&D,  the  so-called  investment  ac- 
count is  mixed.  The  1995  budget  for  procurement  is  $43  billion,  as 
I  understand  it,  representing  a  real  budget  authority  decrease  of 
5.4  percent,  and  this  is  nearly  70  percent  below  the  cold  war  peak 
of  1985. 

As  you  mentioned  in  your  statement,  your  plan  is  to  grow  pro- 
curement in  the  out-years,  and  I  hope  you  will  explain  that  to  us. 
The  1995  budget  for  research  and  development,  commonly  called 
R&D,  is  $36  billion.  That  is  a  modest  increase  over  last  year,  but 
I  believe  that  a  healthy  R&D  effort  is  absolutely  necessary  to  main- 
tain our  technological  edge,  and  I  believe  you  feel  that. 

I  note,  however,  that  after  1995,  the  R&D  budget  begins  to  fall, 
and  plans  are  for  it  to  fall  nearly  26  percent  in  real  terms  by  1999. 
I  am  concerned  about  these  cuts  in  the  out-years,  and  hopefully, 
you  will  give  some  attention  to  that,  if  not  in  your  remarks,  in  your 
response  to  us. 

Notwithstanding  these  concerns,  I  believe  the  bottom-up  review 
strategy,  if  carried  out  and  fully  funded,  is  about  the  best  we  can 
do.  I  believe  that  if  we  are  to  maintain  our  credibility  and  influence 
in  the  world,  we  must  maintain  this  force  structure  and  a  structure 
that  can  prevail  under  whatever  circumstances  we  might  face  in 
the  future. 

I  want  you  to  know  that  I  share  the  Chairman  of  the  Joint  Chief 
of  Staffs  assessment  that  the  recommended  force  is,  and  I  quote, 
"as  lean  as  we  dare  make  it,"  and  that  there  is  very  little,  if  any, 
room  for  miscalculation.  I  think  I  have  heard  you  say  something 
like  that,  not  in  his  words,  and  perhaps  you  might  address  that  in 
some  way  before  you  leave  this  morning. 

Thank  you  very  much,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Domenici. 

Without  objection  and  pursuant  to  Senator  Domenici's  request, 
we  will  turn  now  to  Senator  Bond  for  a  brief  opening  statement  in 
view  of  the  fact  that  he  has  another  conflict. 

OPENING  STATEMENT  OF  SENATOR  BOND 

Senator  Bond.  Thank  you  very  much,  Mr.  Chairman,  Senator 
Domenici,  and  Mr.  Secretary.  I  appreciate  the  indulgence. 

Mr.  Secretary,  it  is  quite  right  that  we  are  in  a  post-cold  war  era, 
and  I  think  it  does  not  follow  from  that,  that  there  are  no  threats 
or  dangers  around  the  world. 

In  previous  conversations  and  in  statements  of  yours,  I  have 
heard  you  talk  about  the  $20  billion  shortfall  which,  as  I  under- 
stand it,  assumes  that  there  is  no  substantial  inflation  or  very  low 
inflation  which  very  few  economists  would  accept  as  a  working 
premise.  I  hope  in  your  testimony  that  you  will  be  able  to  reassure 
us  that,  if  we  follow  the  5-year  plan  that  you  have  laid  out,  we 
won't  have  a  force  either  unable  to  fight  two  major  regional  contin- 
gencies or  one  that  suffers  severe  readiness  problems. 
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General  Shalikashvili  has  said  there  is  very  little  room  for  mis- 
calculation. He  has  said  that  we  could  fight  two  wars,  but  when 
you  look  at  the  numbers,  with  only  11  active  carriers  to  fight  two 
major  regional  contingencies  in  the  Gulf  War,  we  deployed  six  car- 
riers, two  in  transit,  two  in  work-up  for  deployment,  two  in  major 
overhaul,  and  it  certainly  does  not  seem  to  leave  enough  to  fight 
another  regional  contingency. 

The  same  is  true  for  fighter  wings.  The  bottoms-up  review  calls 
for  20.  We  are  hearing  talk  of  going  down  to  17  V-z,  but  in  the  Gulf, 
we  deployed  IOV2  wings,  and  I  assume  that  if  we  were  to  engage 
in  two  major  regional  conflicts,  we  could  not  take  all  of  the  aircraft 
out  of  Korea,  for  example. 

We  are  also  concerned  about  the  number  of  Army  divisions,  par- 
ticularly if  we  have  25,000  troops  to  commit  to  Bosnia.  I  will  be  in- 
terested if  you  still  believe — and  I  have  heard  different  reports — 
as  to  whether  we  can  still,  with  these  budget  figures,  fight  two 
major  regional  contingencies  essentially  at  the  same  time  or  wheth- 
er we  are  back  to  a  fight-and-hold  operation. 

Finally,  I  know  the  Administration  has  stated  its  opposition  to 
the  measure  introduced  by  Senators  Domenici,  Nunn,  and  myself 
to  restore  fire  walls.  You  have  stated  that  the  President  is  commit- 
ted to  these  budget  numbers. 

Mr.  Secretary,  I  think  the  problem  is  Congress,  not  the  Presi- 
dent. The  House  Budget  Committee  has  already  cut  the  defense 
budget,  and  there  is  going  to  be  another  amendment  to  cut  further. 
Given  these  developments  in  Congress,  I  hope  that  you  would  re- 
consider your  position  on  the  fire  walls,  and  I  will  look  forward  to 
your  testimony. 

Mr.  Chairman,  I  thank  you  very  much  for  the  time. 

Chairman  Sasser.  Thank  you. 

Senator  Dodd,  do  you  have  any  opening  comments  this  morning? 

Senator  Dodd.  I  don't  really,  Mr.  Chairman,  but  I  just  want  to 
congratulate  the  Secretary  on  the  job  he  is  doing.  I  look  forward 
to  working  with  you,  and  the  Secretary,  and  the  other  members  of 
the  committee  on  these  critical  issues. 

Secretary  Perry.  Thank  you,  Senator  Dodd. 

Chairman  Sasser.  Senator  Grassley? 

Senator  GRASSLEY.  Mr.  Chairman,  let  me  ask  you  your  desire.  I 
have  got  about  7  or  8  minutes  of  remarks.  I  can  either  make  them 
now  or  during  my  first  questioning,  but  I  want  to  make  sure  that 
I  have  got  enough  time  to  reserve  to  state  what  I  have  to  say. 

Chairman  Sasser.  I  would  like  to  get  to  Secretary  Perry  as  soon 
as  we  could,  Senator  Grassley.  So,  if  you  could  reserve  that  until 
that  time,  it  would  be  fine. 

I  think  Senator  Conrad  was  here  next,  if  I  am  not  mistaken.  Do 
you  have  any  opening  comments  this  morning,  Senator  Conrad? 

Senator  Conrad.  Mr.  Chairman,  if  you  would  prefer  that  we 
withhold  until  the  questioning  round,  I  would  be  more  than  pleased 
to  comply  with  your  wishes. 

Chairman  Sasser.  Senator  Murray  indicates  that  she  also  is 
agreeable  to  that.  Thank  you  very  much. 

We  will  turn  now  to  Secretary  Perry  because  I  understand  his 
testimony  is  going  to  be  fairly  extensive  this  morning. 
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Mr.  Secretary,  we  look  forward  to  hearing  your  testimony  and 
your  observations  this  morning. 

Senator  GRASSLEY.  Can  you  ask  how  long  his  testimony  is  going 
to  be? 

Chairman  Sasser.  I  certainly  can. 

How  long  will  your  testimony  be? 

Secretary  Perry.  I  would  estimate  15  to  20  minutes. 

Chairman  Sasser.  It  would  be  15  to  20  minutes. 

STATEMENT  OF  HON.  WILLIAM  J.  PERRY,  SECRETARY,  DE- 
PARTMENT OF  DEFENSE;  ACCOMPAMED  BY  JOHN  HAMRE, 
COMPTROLLER,  DEPARTMENT  OF  DEFENSE 

Secretary  Perry.  This  testimony  this  morning  is  not  going  to  be 
the  usual  budget  testimony  where  we  present  stacks  of  programs 
and  figures.  Instead,  I  am  going  to  try  to  focus  on  the  strategy  un- 
derlying the  preparation  of  the  budget  in  the  hopes  of  elevating  the 
debate  on  what  the  defense  budget  is  all  about. 

It  seems  to  me  when  I  became  the  Secretary  that  the  most  pow- 
erful tool  that  I  had  for  implementing  defense  strategy  was  the 
budget  and,  therefore,  I  ought  to  focus  my  attention  on  the  budget 
and  try  to  shape  the  budget,  so  that  it  reflected  my  priorities  for 
the  Department. 

I  think  the  reasonable  thing  to  do,  then,  in  discussion  with  this 
committee  today,  is  to  give  you  what  my  priorities  and  lay  out  the 
rationale  for  the  choices  that  I  made. 

There  should  be  no  mistake  about  it.  This  budget  is  about 
choices.  I  am  not  here  today  to  argue  whether  we  should  have  a 
higher  or  a  lower  top  line.  I  am  here  to  discuss  the  choices  I  made 
for  allocating  funds  within  the  top  line. 

There  is  not  enough  money  to  cover  every  option,  to  hedge  every 
bet,  and,  therefore,  our  preparation  for  the  budget  was  about 
choices,  how  we  allocate  them.  I  want  to  start  off,  then,  by  taking 
it  from  the  top  line  down  to  how  we  allocated  to  the  four  major  ele- 
ments of  funding  within  the  budget:  the  personnel  account,  the 
R&D  account,  the  procurement  account,  and  the  readiness  or  the 
O&M  account. 

I  will  tell  you  the  rationale  we  used  to  read  those  choices,  and 
to  do  that,  let  me  then  give  you  the  underlying  themes  which  we 
had  before  us  when  we  prepared  the  budget  and  which  I  will  now 
organize  my  discussion  around. 

These  are  the  five  themes  which  my  discussion  will  follow  this 
morning.  The  first  is  that  this  budget  implements  the  bottom-up 
force  structure. 
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FY  1995  BUDGET 

•  Implements  the  Bottom-Up  Force  Structure 

•  Protects  a  Ready-to-Fight  Force 

•  Redirects  Modernization  Program 

•  Starts  Doing  Business  Differently 

•  Reinvests  Defense  Dollars 

Senator  Bond  already  asked  the  question,  does  this  budget  im- 
plement the  bottom-up  force  structure  to  fight  two  major  regional 
contingencies.  The  answer  to  that  is  yes,  and  I  will  explain  that  in 
more  detail  as  we  go  forward. 

Second,  it  does  protect  a  ready-to-fight  force,  and  I  will  give  you 
some  discussion  on  how  we  made  our  decisions  about  protecting 
readiness  in  the  budget. 

The  third  point  is  that  it  dramatically  redirects  the  moderniza- 
tion program  with  an  emphasis,  as  you  will  see,  on  sustaining  an 
R&D  base,  while  making  very  deep  cuts  in  our  procurement  ac- 
count. I  will  explain  that  to  you  and  the  rationale  for  it. 

The  next  point  is  that  we  are  doing  business  differently.  I  should 
say  that  this  is  not  so  much  a  matter  of  choice,  even  though  I  do 
believe  it  is  the  best  thing  to  do,  but  with  a  budget  which  is  being 
cut  over  a  10-year  period,  about  40  percent  in  real  terms,  we  had 
no  option  but  to  do  business  differently.  We  cannot  sustain  the 
force  structure,  the  overhead  structure,  the  whole  concept  of  how 
we  did  business  during  the  cold  war.  I  will  describe  to  you  in  some 
detail  specifically  what  we  are  doing  along  that  line. 

Finally,  as  this  defense  budget  goes  down,  some  of  those  dollars 
are  being  reinvested.  A  large  portion  of  them  are  being  reinvested 
in  the  rest  of  the  Federal  budget,  but  some  of  them  are  being  rein- 
vested within  defense,  and  I  will  explain  that  to  you. 

Let  me  take  the  first  point,  then,  which  is  implementing  the  bot- 
tom-up force  structure.  This  second  chart  describes  to  you  how  the 
force  structure  has  evolved  from  its  cold  war  base,  and  we  have 
here  1990  as  an  example  here,  to  the  bottom-up  review.  In  between 
these  two,  you  will  see  in  the  third  column  the  1995  force  struc- 
ture. This  is  the  force  structure  which  this  budget  will  take  us  to. 
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If  I  take  one  item,  for  example,  Army  active  divisions,  we  go  from 
18  during  1990,  the  bottom-up  review  calls  us  to  go  10  divisions, 
and  in  this  budget  which  is  submitted  to  you,  the  1995  budget,  we 
will  be  down  to  12.  So  we  still  have  some  substantial  cutting  to  do 
yet  in  the  Army.  Two  more  divisions  need  to  come  out  of  the  Army 
after  this  budget  based  on  the  bottom-up  review  plan. 

Let  me  go  to  the  Navy.  You  can  see  the  546  ships  in  1990;  the 
bottom-up  review  calling  for  346.  I  would  point  out  to  you  the  Navy 
is  almost  there  in  this  budget.  We  are  down  to  373  in  this  budget. 
We  have  almost  achieved  the  goal  of  the  bottom-up  review  in  the 
1995  budget. 

Going  to  the  Air  Force,  there  are  24  active  fighter  wings  and  12 
reserve  fighter  wings  in  1990.  That  has  called  for  a  total  of  20  in- 
stead of  a  total  of  36  in  the  bottom-up  review,  and  you  will  notice 
that  we  are  virtually  there  in  the  1995  budget.  We  are  down  to  the 
number  of  active  wings,  13,  and  we  are  almost  down  to  the  number 
of  reserve  fighter  wings. 

Each  of  the  services  made  a  different  judgment  about  the  rate  at 
which  they  would  converge  to  the  bottom-up  review,  but  in  the 
1995  FYDP  that  is  presented  to  you,  you  will  see  that  all  of  them 
achieve  the  bottom-up  review  force  structure.  However,  some  of 
them  achieve  it  sooner  than  others. 

The  next  chart  reflects  how  that  force  structure  gets  translated 
into  personnel  levels.  In  the  left-hand  column,  you  see  the  active 
military,  which  will  be  down  32  percent  from  fiscal  1985  to  the  bot- 
tom-up review,  going  from  2.15  million  personnel  in  the  active  serv- 
ices to  1.46,  about  a  one-third  reduction. 
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Notice  that  in  fiscal  1995,  the  budget  submitted  to  you,  we  are 
down  to  1.53.  Again,  the  turbulence  being  caused  by  this  decrease 
in  personnel  will  be  almost  over  by  fiscal  year  1995.  We  have  about 
a  year  of  reduction,  mostly  in  the  Army,  to  go  in  fiscal  year  1995. 
The  downsizing  in  the  Navy  and  the  Air  Force  will  be  virtually  fin- 
ished by  that  point. 

If  I  go  over  to  civilians,  I  would  notice  that  there  is  a  comparable 
reduction  in  DOD  civilians  with  a  reduction  of  29  percent,  and  that 
also  in  fiscal  year  1995,  you  will  see  that  reduction  is  almost  com- 
pleted. 

If  I  translate  personnel  into  dollars,  we  see  that  in  the  next 
chart.  The  interesting  thing  about  this  chart,  I  believe,  is  that  it 
reflects  from  1975,  the  last  25  years  of  this  century.  From  1975  to 
1990,  we  had  in  constant  dollars,  essentially,  flat  expenditures  on 
personnel.  All  of  the  reduction  and  spending  in  personnel  is  occur- 
ring during  this  decade,  and  you  see  a  substantial  reduction  from 
1990  down  to  the  end  of  the  decade.  That  amounts  to  about  some- 
thing in  excess  of  $30  billion  will  decrease  in  personnel  expendi- 
tures during  the  period. 
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I  want  to  pause  here  for  a  moment  to  say  that  the  last  time  we 
had  a  reduction  in  the  top  line  of  the  defense  budget  of  this  extent, 
which  was  during  the  1970s  after  the  Vietnam  War,  we  made  a 
very  different  choice  on  how  we  were  going  to  affect  the  judgment. 
There  we  maintained  force  structure.  We  maintained  personnel. 
We  maintained  the  cost  of  personnel.  In  the  face,  then,  of  the  de- 
clining budget,  what  we  had  to  do  was  take  it  out  of  readiness  and 
take  it  out  of  modernization,  and  we  did  that. 

Chairman  Sasser.  Mr.  Chairman,  looking  at  your  chart  there,  if 
I  may  just  interrupt  for  1  second,  there  appears  to  be  considerably 
more  reduction  in  the  active  military  than  there  are  in  civilians.  Is 
that  an  accurate  statement? 

Secretary  Perry.  In  terms  of  percentage  of  reduction,  it  is  32 
percent  in  the  active  military  and  29  percent  in  civilians. 

Chairman  Sasser.  I  am  just  curious. 

Secretary  Perry.  It  doesn't  look  like  that  on  the  chart,  I  agree, 
but  the  numbers  which  are  in  greater  detail  in  the  previous  chart 
shows  we  are  reducing  from  1.13  million  civilians  to  804,000,  which 
is  about  a  30-percent  reduction. 

Senator  Domenici.  Mr.  Chairman,  I  am  wondering  if  we  can  ac- 
commodate him  in  some  way.  This  seems  very  difficult  for  him  to 
testify.  He  has  got  to  turn  his  head  around  to  see  those  charts. 

Secretary  Perry.  That  is  all  right.  I  will  look  at  the  charts  here. 
That  will  work  all  right. 

The  two  charts  reflect  different  factors.  The  first  chart  is  the 
number  of  personnel  reduction,  29  percent,  and  the  second  one  is 
the  reflection  on  the  dollar  decrease. 

With  that  $30-billion-or-so  savings  in  personnel,  we  concluded 
not  to  make  that  sort  of  a  reduction  in  the  readiness  in  the  O&M 
account,  which  is  a  principal  effect  on  readiness.  Therefore,  in  the 
next  chart,  here  we  are  reflecting  how  the  decrease  in  dollars  in  top 
line  gets  carried  into  the  O&M  account. 
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I  want  to  give  you  a  caveat  to  begin  with  that  we  have  no  single 
line  item  in  the  budget  or  even  a  combination  of  several  lines 
which  really  captures  readiness.  A  surrogate  we  are  spending  on 
readiness  is  the  O&M  account,  but  I  should  caution  you  that  there 
are  many  other  factors  in  the  O&M  account  besides  readiness 
items. 

With  that  caveat,  though,  let  me  observe  that  in  fiscal  1995,  the 
force  structure  is  down  7  percent,  but  the  O&M  funding  increases 
about  6  percent.  The  point  I  am  making  with  this  chart  is  that, 
while  the  force  structure  is  going  down,  we  are  not  taking  the 
O&M  account  down  proportionately  to  that  because  we  are  trying 
to  preserve  readiness. 

PRIORITY  ON  READINESS 

•  While  Force  Structure  is  Down  7%, 
O&M  Funding  Increases  5.6% 

•  Budget  Fully  Funds  Service  Optempo 

•  While  Weapons  Inventories  Shrink, 
Depot  Maintenance  Funding  Increases  20% 

•  Steady  Budget  Levels  for  Recruiting 

Since  this  O&M  account  comprises  many  factors,  not  including 
readiness,  I  have  a  few  other  points  here  which  are  more  directly 
related  to  readiness.  The  first  is  the  so-called  Optemp,  Operational 
Tempo  budget.  Here  my  point  is  that  each  of  the  Services  re- 
quested Operational  Tempo  money,  and  this  budget  fully  funds  all 
of  those  requests. 

Second,  they  requested  an  increase  in  depot  maintenance  funding 
of  20  percent.  This  is  the  fact  which  most  importantly  reflects  the 
readiness  of  our  equipment  when  it  was  called  upon.  We  had  a 
backlog  in  our  depots,  and  so  we  dealt  with  that  backlog  by  budget- 
ing an  increase  in  funding  of  about  20  percent  for  depot  mainte- 
nance. 

Finally,  we  maintained  a  steady  budget  for  recruiting. 

If  I  go  on  to  the  next  chart,  I  see  another  way  of  reflecting  readi- 
ness. This  is  taking  the  operating  resources  that  are  budgeted  in 
this  account  and  dividing  them  by  the  combat  units  which  we  have. 
This  chart  shows  that  from  1993  to  1995,  the  Army  has  budgeted 
operating  resources,  an  increase  of  14  percent  per  combat  battalion, 
the  Navy  has  budgeted  an  increase  of  11  percent  per  ship,  and  the 
Air  Force  has  budgeted  an  increase  of  12  percent  per  aircraft. 
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ANNUAL  OPERATING  RESOURCES  PER  UNIT 

(1993  =  100) 

FY  1993  FY  1994  FY  1995 

Combat  Battalions 

•  Army  100.0  102.5  114.0 

Ships 

•  Navy  100.0  108.1  110.7 

Primary  Authorized  Aircraft 

•  Air  Force  100.0  109.3  111.7 

Senator  Domenici.  Mr.  Chairman,  might  I  clarify  something? 

Senator  Conrad  [presiding].  Certainly.  Yes. 

Senator  Domenici.  What  does  that  mean  to  add  to  an  annual  op- 
erating resources  like  that,  14  percent  for  the  Army?  Could  you 
give  us  some  examples?  What  does  that  mean,  that  14  percent?  " 

Secretary  Perry.  This  is  John  Hamre,  our  Comptroller.  Let  him 
join  us  on  this. 

Mr.  Hamre.  In  this  instance,  we  are  showing  the  most  aggregate 
collection  of  dollars,  and  that  is  the  total  O&M  account  divided  by 
the  total  amount  of  force  structure  combat  power  that  is  within 
each  of  the  service  categories.  So  this  is  everything.  This  is  the 
training  time.  This  is  the  training  tempo. 

Senator  Domenici.  Yes. 

Mr.  Hamre.  This  is  the  spare  parts  maintenance,  the  replenish- 
ment of  spare  parts. 

Senator  Domenici.  All  right. 

Mr.  Hamre.  It  is  a  composite  picture  or  a  composite  figure. 

I  should  also  mention,  these  are  in  real  terms.  We  have  taken 
out  the  effect  of  inflation.  So  you  are  seeing  a  real  activity  increase 
over  this  period,  sir. 

Senator  Domenici.  Thank  you  very  much. 

Thank  you,  Mr.  Secretary. 

Secretary  Perry.  Let  me  also  add,  Senator  Domenici,  that  this 
also  includes  some  items  in  the  O&M  account  which  are  not  related 
to  readiness,  and  we  will  go  back  and  talk  more  about  them  as  we 
go  on. 

Senator  Domenici.  Sure. 

Secretary  Perry.  This  is  a  very  crude  indicator,  and  it  should  not 
be  looked  at  as  a  fine  tool.  The  next  chart  also  represents  a  crude 
indicator.  It  simply  takes  a  total  O&M  account  and  divides  it  by 
the  military  end  strength.  For  the  Army,  that  has  gone  up  9  per- 
cent per  person  in  the  Army  over  the  2-year  period;  9  percent  in 
the  Navy;  and  17  percent  in  the  Air  Force.  These  are  only  to  be 
rough  indicators  that  show  you  that  what  we  were  doing  in  the 
1970's,  which  was  holding  force  structure  constant  while  we  took 
down  readiness,  we  are  not  doing  now;  that  as  the  force  structure 
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comes  down,  the  readiness  account  is  not  going  down  at  the  same 
level. 

OPERATION  AND  MAINTENANCE 
Costs  Per  Military  End  Strength 

(1993  =  100) 


FY  1993       FY  1994        FY  1995 

•  Army  100.0  96.9  109.4 

•  Navy  100.0  104.5  109.1 

•  Air  Force  100.0  107.3  117.1 

That  was  the  principal  choice  we  made.  Now,  how  we  made  that 
choice  is  another  issue,  and  that  is  each  year  when  we  put  this 
budget  together,  the  first  action,  the  initial  action  is  that  the  Sec- 
retary of  Defense  gives  each  of  the  Services  guidance.  On  the  basis 
of  that  guidance,  each  Service  prepares  its  budget. 

For  the  first  time  this  year  in  the  guidance,  indeed,  in  the  first 
page  of  the  guidance,  the  Secretary  stated  that  the  first  priority  of 
each  of  the  Services  will  be  maintaining  readiness.  That  is  the  first 
time  that  has  ever  been  stated  that  way  in  the  account. 

To  emphasize  the  point,  we  go  on  to  say  that  if  there  is  anything 
else  in  this  guidance  that  conflicts  with  the  readiness,  then  readi- 
ness may  be  traded  off  in  favor  of  those  other  conflicts.  So  we  have 
stated  as  clearly  as  we  could  to  the  Services  that  readiness  is  the 
first  priority,  and  this  is  reflected  in  the  dollars  which  were  put 
into  the  O&M  account. 

Let  me  turn  to  modernization  because  we  have  a  very  different 
story  in  modernization.  I  have  represented  in  this  next  chart  the 
five  criteria  that  Mr.  Deutch  used  in  putting  together  the  readiness 
budget.  First,  it  is  that  he  sustains  a  strong  science  and  technology 
base.  I  will  demonstrate  to  you  that  we  are  doing  that. 
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BUR-ESSENTIAL  MODERNIZATION  PROGRAM 

SUSTAINED 

•  Sustain  Strong  Science  &  Technology  Base 

•  Continue  Investment  in  Next  Generation  Weapon 
Systems 

•  Refocus  Ballistic  Missile  Defense  Program 

•  Sustain  Strong  Intelligence  Program 

•  Preserve  Key  Elements  of  Industrial  Base  That  Would 
Otherwise  Disappear 

Second  is  that  we  continue  investment  in  a  selected  number  of 
next-generation  weapon  systems;  very,  very  few,  as  it  turns  out, 
but  there  are  a  few  in  here.  The  C-17,  the  F-22,  and  the  V-22  are 
examples  of  new-generation  systems  that  are  fully  funded  in  this 
budget  that  is  submitted  to  you. 

The  third  was  refocussing  ballistic  missile  defense  program.  Es- 
sentially, all  of  the  funds  that  were  previously  devoted  towards  de- 
veloping the  next  generation  space-based  defense  system  or  con- 
tinental defense  system  have  been  dramatically  reduced,  and  what 
remains  in  this  budget  is  an  increased  emphasis  on  developing, 
building,  and  deploying  a  theater  ballistic  missile  defense  program. 

The  next  two  items  have  to  do  with  sustaining  a  strong  intel- 
ligence program.  We  believe  that  in  this  uncertain  world  we  live  in, 
the  last  place  we  want  to  make  cuts  is  in  our  intelligence. 

Finally,  because  of  the  dramatic  cut  in  the  procurement  budget, 
we  have  to  take  special  measures  to  protect  certain  elements  of  the 
industrial  base  which  otherwise  would  simply  disappear,  and  I  will 
make  that  point  to  you  better  by  the  chart  that  is  coming  up,  two 
charts  from  now. 

If  I  go  now  to  the  impact  of  those  decisions  on  the  modernization 
funding,  this  is,  perhaps,  the  most  dramatic  chart  in  the  presen- 
tation which  shows  you  what  is  happening  to  the  R&D  and  the  pro- 
curement account. 
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It  says  that  R&D,  while  it  is  going  through  a  moderate  decrease 
during  the  1990's,  still  remains  at  a  higher  level  at  the  end  of  this 
decade  than  it  was  during  the  end  of  the  1970's. 

I  was  the  Under  Secretary  of  Defense  for  Research  and  Engineer- 
ing during  the  late  1970s.  So  I  have  a  full  appreciation  of  what  was 
in  that  R&D  budget.  That  was  the  era  in  which  we  were  developing 
the  systems  which  were  later  used  in  Desert  Storm.  So  we  have  a 
very  good  validation  of  the  fact  that  you  can  sustain  a  robust  R&D 
Program  at  that  level  of  funding,  and  that  is,  essentially,  the  level 
we  will  be  going  down  to  towards  the  end  of  the  1990s. 

In  the  procurement  account,  however,  we  have  a  very  different 
story.  We  are  cutting  from  the  peak  procurement  in  the  mid-1980s. 
We  are  cutting  more  than  %  of  that  procurement  account  out,  and 
that  will  reach  its  bottom  this  year,  fiscal  year  1994,  and  essen- 
tially stay  constant  in  fiscal  year  1995. 

If  you  will  look  at  that  chart  carefully,  you  will  see  that  in  the 
3-out  years  in  this  program,  1997,  1998,  and  1999,  we  have  budg- 
eted a  moderate  increase  in  the  procurement  account,  and  let  me 
give  you  the  rationale.  First  of  all,  we  can  make  a  major  decrease 
in  modernization  simply  because  there  are  fewer  airplanes,  fewer 
ships,  fewer  tanks  in  the  force  structure  because  we  have  a  smaller 
force  structure.  Therefore,  you  would  expect  a  substantial  decrease 
in  this  procurement  funding. 

This  cut  in  1993,  1994,  and  1995  reflects  more  than  that  lower 
force  structure.  It  also  reflects  the  fact  that,  as  you  bring  your  force 
structure  down,  you  have  excess  inventory  for  a  number  of  years, 
and  we  are  living  off  that  excess  inventory  and  will  continue  to  live 
off  it  for  another  few  years.  By  the  latter  part  of  this  decade,  we 
will  no  longer  be  able  to  live  off  it,  and  we  now  have  to  start  mod- 
est rebuilding  of  the  force  at  that  stage,  and  that  is  why  we  have 
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indicated  an  increase  in  procurement  towards  the  end  of  that  pe- 
riod. 

If  we  want  to  get  the  specific  effects  on  the  procurement,  I  go  to 
the  next  chart.  This  shows  you,  in  a  rather  dramatic  form,  the  im- 
pact of  this  budget  on  the  defense  industry.  This  represents  the 
market  decline  for  companies  that  are  in  the  defense  industry. 

HISTORICAL  PROCUREMENT  DATA 
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The  first  one  shows  ships  from  the  peak  of  1985  of  building  29 
ships  a  year.  In  the  fiscal  year  1995  budget,  we  are  down  to  6, 
which  is  about  an  80-percent  decrease  in  procurement  of  ships.  Air- 
craft is  from  943  to  127,  which  is  an  86-percent  decrease.  Tanks 
are  down  from  720  to  0.  This  fiscal  year  1995  budget  includes  no 
funds  at  all  for  the  procurement  of  new  tanks. 

What  is  suggested  by  this  chart  is  something  which  is  felt  by 
every  company  in  the  defense  industry,  which  is  a  dramatic  decline 
in  the  defense  market,  and  that  is  a  problem  for  companies  in  the 
defense  industry.  The  problem  I  need  to  address,  though,  is  what 
parts  of  that  industrial  base  are  important  for  us  to  sustain  into 
the  future  and  how  do  we  sustain  those  bases. 

Let  me  take  the  tank  case,  for  example.  Tanks  are  down  100  per- 
cent. We  are  procuring  no  tanks  in  fiscal  year  1995.  We  want  to 
retain  the  capability  to  build  tanks.  How  are  we  going  to  do  that? 
It  is  done  by  two  different  methods,  one  of  which  is  in  the  1995 
budget.  While  there  is  no  money  for  building  new  tanks,  we  have 
substantial  funds  for  modernizing  and  upgrading  the  existing  M- 
1  tanks  to  the  M1A2  version.  This  will  give  us  not  only  a  greatly 
improved  tank  in  our  inventory,  but  also  it  will  occupy  key  tech- 
nical and  production  people  at  the  tank  factory  and,  therefore,  en- 
gage their  capabilities  into  the  future.  Second,  we  do  have  some 
foreign  sales  of  the  tanks,  and  that  is  another  way  of  maintaining 
that  capability. 
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Chairman  Sasser.  What  did  you  say  was  another  way,Mr.  Sec- 
retary? 

Secretary  Perry.  Pardon  me? 

Chairman  Sasser.  The  last  part  you  said  was? 

Secretary  Perry.  I  said  there  are  two  methods  of  maintaining 
the  tank  capability.  The  first  one  is  the  upgrade  program  we  have, 
and  the  second  is  the  foreign  military  sales. 

Chairman  SASSER.  I  was  afraid  that  is  what  you  said. 

Excuse  me.  Go  ahead. 

Secretary  Perry.  I  should  make  a  point  about  the  foreign  mili- 
tary sales,  which  is  regardless  of  how  interested  we  are  in  main- 
taining our  industrial  base,  the  dominant  criterion  for  determining 
whether  any  weapon  system,  including  the  tanks,  are  sold  to  a  for- 
eign government  still  is  a  national  security  decision,  not  an  eco- 
nomic decision. 

In  the  case  of  ships  that  are  down  80  percent,  we  are  maintain- 
ing our  industrial  base  there  by  several  different  devices.  First  of 
all,  in  the  case  of  cruisers,  we  are  building  sufficient  ships  to  main- 
tain several  shipyards  with  that  capability.  In  the  case  of  nuclear 
submarines,  that  is  not  the  case.  Nuclear  submarines,  we  are  going 
from  a  force  of  just  under  90  nuclear  submarines  to  a  force  of  just 
under  50.  Therefore,  we  do  not  need  to  build  submarines  for  the 
rest  of  this  decade  in  order  to  maintain  those  force  levels. 

We  have  elected  to  build,  and  it  is  in  this  budget,  another 
Seawolf  submarine  in  order  to  sustain  the  capabilities  for  building 
nuclear  submarines.  That  is  a  controversial  decision.  You  may 
want  to  challenge  the  wisdom  of  that  judgment.  I  will  be  happy  to 
defend  why  we  made  that  decision  and  the  importance,  I  think,  of 
keeping  this  in  the  budget. 

Finally,  in  the  case  of  aircraft,  while  our  aircraft  are  down  86 
percent,  we  continue  to  maintain  both  development  and  production 
programs  for  fighter  aircraft,  and  I  believe  we  will  sustain  our 
fighter  aircraft  base  sufficiently  with  the  programs  in  this  budget. 

We  will  lose  the  capability  to  build  bombers  in  this  budget,  and 
we  have  made  no  provision  for  sustaining  a  bomber  industrial  base, 
and  this  budget  may  be  challenged  on  that  basis. 

Chairman  Sasser.  Mr.  Secretary,  before  leaving  this  chart,  I 
note  that  you  are  continuing  to  acquire  strategic  missiles.  What  is 
the  definition  of  strategic  missiles?  Are  they  ICBM's? 

Secretary  Perry.  Yes;  Intercontinental  Ballistic  Missiles  and 
submarine-launched  ballistic  missiles.  This  is  as  opposed  to  the  air- 
to-surface  missiles  which  we  use  on  tactical  aircraft  or  the  air-to- 
air  missiles  which  we  use  on  tactical  aircraft. 

Chairman  Sasser.  Thank  you. 

Secretary  Perry.  The  18  that  you  see  reflected  in  that  chart,  we 
are  building  Trident  missiles.  That  is  the  last  strategic  missile 
which  we  will  build,  and  we  have  stopped  production  altogether  of 
ICBM's,  and  the  only  intercontinental  or  strategic  missile  we  are 
now  building  is  the  Trident  missile. 

If  this  previous  chart  reflected  the  imperative  of  doing  business 
differently,  this  next  chart  tells  you  what  it  is  we  are  doing  to  meet 
that  imperative. 

First  of  all,  we  have  a  major  program  underway — it  says  here  to 
streamline,  but  I  think  it  is  fair  to  say  to  dramatically  reform,  our 
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acquisition  process.  We  can  achieve  about  half  of  that  reform,  I  be- 
lieve, by  changing  our  processes  within  the  Defense  Department, 
and  we  have  established  process  action  teams  in  many  different 
areas  that  are  moving  in  that  direction  already. 

DOING  BUSINESS  DIFFERENTLY 

•  Launches  Campaign  to  Streamline  Acquisition  Process 

•  Launches  Effort  to  Reform  Financial  Management 
System 

•  Provides  Funding  for  Base  Closures  and  Aid  to 
Communities  Losing  Bases 

•  Provides  $5.7  Billion  for  Environmental  Restoration  and 
Pollution  Prevention 

The  other  half  of  the  change  requires  some  legislative  change, 
and  there  are  before  the  Congress  today  several  different  bills,  two 
in  the  Senate  and  three  in  the  House,  that  are  proposing  acquisi- 
tion reform.  I  invite  your  support  for  these  bills  because,  in  order 
to  get  the  full  benefits  of  acquisition  reform,  we  will  need  legisla- 
tive changes. 

I  might  say  that  the  principal  thrust  of  acquisition  reform  is  to 
make  the  full  national  industrial  base  available  to  the  Defense  De- 
partment, so  that  the  Defense  Department  is  not  limited  to  that 
rather  specialized  segment  called  the  defense  industry.  We  could 
afford  to  be  limited  to  the  defense  industry  when  we  had  $100  bil- 
lion a  year  of  procurement.  Now  that  that  has  been  decreased  and 
is  at  a  substantially  lower  level  for  the  indefinite  future,  it  is  no 
longer  prudent  for  the  Defense  Department  to  be  limited  only  to 
the  defense  industrial  base.  So  one  of  the  objectives  of  acquisition 
reform  is  to  integrate  the  defense  industrial  base  into  a  National 
industrial  base,  so  that  the  Defense  Department  has  the  entire  na- 
tional base  available  as  a  supplier. 

The  second  imperative  for  doing  business  differently  is  to  reform 
our  financial  management  system.  I  can  tell  you  that  when  I  be- 
came the  Deputy  Secretary  and  had  the  responsibility  for 
overseeing  our  financial  management  system  and  had  a  detailed  re- 
view of  it,  I  was  appalled  by  the  state  of  our  systems  and  by  the 
state  of  the  financial  processes  we  used.  We  do  not  have  it  in  the 
Defense  Department,  here  at  the  Defense  Department,  the  biggest 
business  in  the  world,  and  the  financial  management  systems  we 
use  to  oversee  that  are  archaic  and  obsolete. 

We  have  a  major  program  underway  to  change  that.  I  might  say 
the  regrettable  part  of  this  is  that,  while  it  can  save  us  money  in 
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the  long  term,  it  is  going  to  require  some  investment  in  the  short 
term. 

The  third  bullet  talks  about  getting  our  infrastructure  down. 
That  involves  reducing  civilian  personnel,  and  it  involves  closing 
bases.  In  this  budget,  it  includes  some  funds  that  are  necessary  to 
effect  the  closing  of  the  bases.  While  over  the  medium  to  long  term, 
closing  bases  will  save  us  money,  in  the  first  few  years  after  base 
closing,  it  is  an  expensive  item,  and  this  budget  not  only  includes 
the  ongoing  expenses  for  the  basis  which  were  closed  in  1993,  but 
it  makes  an  estimate  of  what  bases  might  be  closed  in  BRAC  1995 
and  includes  some  funds  also  for  facilitating  the  closing  of  those 
bases  not  yet  on  the  base  closing  list. 

Finally,  there  is  almost  $6  billion  in  this  budget  for  environ- 
mental restoration  and  pollution  prevention.  This  is  one  of  the  fast- 
est-growing items  of  the  defense  budget.  What  is  in  this  budget, 
the  bulk  of  that  $5.7  billion,  are  clean-up  items  which  we  feel 
obliged  to  do  because  of  law  or  regulation,  and  we  believe  we  have, 
essentially,  no  choice  in  those  items  except  a  choice,  perhaps,  of 
timing  of  when  we  do  them. 

We  have  also  included  a  small  amount  of  money,  discretionary 
money,  for  pollution  prevention.  This  is  a  small  investment  now 
that  we  are  making,  so  that  my  successor  as  the  Secretary  and  his 
successor  will  not  be  faced  with  this  $6  billion  a  year  for  clean-up 
every  year;  that  is,  it  is  preventing  the  pollution  which  will  lead 
to  these  heavy  bills  in  the  future. 

The  final  increment  of  funding  in  this  budget,  if  you  go  to  the 
next  chart,  is  called  defense  reinvestment.  The  biggest  part  of  the 
decrease  in  the  defense  spending  is  going  into  other  parts  of  the 
Federal  budget,  but  there  is  $3  billion  of  it  which  is  reinvested 
within  the  Defense  Department,  $2  billion  of  which  goes  to  dual 
use  technology  investment.  These  are  R&D  Programs  where  we  are 
sponsoring  R&D  that  is  useful  to  defense,  and  we  are  getting  the 
contractors  to  cosponsor  these  programs,  typically,  by  putting  up  50 
percent  of  the  funding,  so  that  they  can  use  this  same  technology 
for  application  to  commercial  products. 
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DEFENSE  REINVESTMENT 
AND  ECONOMIC  GROWTH  INITIATIVES 

($  in  Billions) 

FY  1995 

Dual  Use  Technology  Investment  2.1 

Personnel  Transition  Assistance  1 .0 

Community  Assistance  0^ 

Total  DoD  Programs  3.3 

This  is  a  program  that  is  intended  to  be  a  win/win  program.  It 
helps  both  the  contractor  do  commercial  development  and  the  De- 
fense Department  in  advancing  R&D  which  is  useful  to  defense. 

The  key  portion  of  this  program  is  called  the  Technology  Rein- 
vestment Project,  which  was  launched  in  the  spring  of  this  year 
and  already  has  something  under  a  billion  dollars  invested  in  it, 
and  over  the  period  of  this  5-year  program,  there  are  several  bil- 
lions of  dollars  that  would  be  invested  in  this  sort  of  R&D. 

The  other  two  items  here,  personnel  transition  assistance  and 
community  assistance,  are  money  that  we  invest  to  mitigate  the 
problems  that  occur  with  the  draw-down  in  defense  and  with  pull- 
ing bases  out  of  communities.  These  are  funds  to  retrain  personnel 
who  are  losing  their  jobs,  and  they  are  funds  to  assist  communities 
who  have  bases  taken  out  of  the  communities.  This  fund  is  pri- 
marily for  assisting  them  in  replanning  and  developing  a  re-use 
program  to  convert  over  into  commercial  use. 

I  talked  about  the  defense  reinvestment.  I  want  to  show  you  how 
this  goes,  relative  to  reinvestment,  out  of  defense  and  into  other  as- 
pects of  the  budget. 

This  next  chart  shows  you  the  50-year  period,  1950  to  the  end 
of  the  century,  defense  outlays  as  a  share  of  gross  domestic  prod- 
uct, and  these  are  in  real  dollars.  The  interesting  thing  about  this 
curve  is  there  is  a  conical  downward  trend  and  that  there  are  three 
major  peaks.  The  first  peak  which  shows  defense  as  12  percent  of 
gross  domestic  product  (GDP)  was  the  Korean  War.  The  9  percent 
was  the  Vietnam  War.  The  6  percent  of  GDP  was  the  peak  spend- 
ing during  the  Reagan  defense  build-up  at  the  peak  of  the  cold  war. 
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11.9% 


Defense  Outlays  as  a  Share  of  GDP 


2.8% 


In  the  FYDP  we  have  presented  to  you,  we  project  that  going 
down  to  2.8  percent  of  the  gross  domestic  product  by  the  end  of  this 
decade.  The  number  for  this  fiscal  year,  fiscal  1995,  is  3.4  percent, 
on  the  way  down  to  about  2.8  percent. 

Another  way  of  representing  that  is  the  next  chart  which  shows 
defense  as  a  share  of  Federal  outlays.  This  is  now  looking  at  de- 
fense as  a  part  of  the  Federal  budget,  and  we  see  57  percent  during 
the  Korean  War,  43  percent  during  the  Vietnam  War,  27  percent 
during  the  Reagan  defense  build-up,  and  we  have  that  projected, 
going  down  to  13  percent  by  the  end  of  this  decade,  which  is,  of 
course,  the  end  of  the  century.  The  number  for  fiscal  1995  is  17 
percent  of  the  Federal  budget.  In  terms  of  defense  reinvestment, 
this  represents  the  reinvestment  from  defense  expenditures  to 
other  Federal  expenditures. 
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The  next  chart  now  simply  gives  you  the  numbers  for  the  FYDP. 
Fiscal  year  1994,  the  year  we  are  now  in,  is  about  $250  billion,  and 
fiscal  year  1999,  the  end  of  this  decade,  it  shows  again  about  $250 
billion.  So,  in  current  dollars,  we  project  for  this  6-year  period,  es- 
sentially, a  flat  budget,  which  is  to  say  that  the  budget  will  be  de- 
creasing by  the  rate  of  inflation  during  that  period. 

NATIONAL  DEFENSE  TOPLINE 

(Currents  Billions) 


199S 


1996 


1997 


1998 


1999 


1994 

BUDGET  AUTHORITY 

DoD  Military  249.0 

DoE  &  Other  11.9 

Total  National  Defense    260.9 
%  Real  Change  -9.0 

OUTLAYS 

DoD  Military  267.4 

DoE  &  Other  12.5 

Total  National  Defense    279.8 
%  Real  Change  -6.0 

If  you  go  down  to  the  intermediate  line  that  says  "percent  real 
change,"  you  see  the  real  change  reflected  then.  There  was  a  9-per- 
cent decrease,  as  Senator  Domenici  has  already  pointed  out,  in 
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1994,  just  under  1  percent  in  1995.  We  are  reflecting  about  a  6  per- 
cent and  a  4  percent  decrease  during  1996  and  1997.  Then  we 
project  the  budget  flattening  in  1998  and  1999. 

If  you  reflect  back  to  the  chart  which  I  showed  you  on  procure- 
ment, which  shows  the  procurement  dollars  starting  to  go  up  again 
at  the  end  of  the  year,  that  is  primarily  what  causes  this  flattening 
effect  to  take  place  in  1998  and  1999. 

A  final  philosophical  point  here  is  that  I  represent  this  budget 
is  more  than  a  compilation  of  programs  and  dollars.  It  is  a  strategic 
investment  plan  and  it  is  based  on  the  bottom-up  review.  While 
you  may  or  may  not  agree  with  every  aspect  of  the  bottom-up  re- 
view, it  does  give  us  a  common  understanding.  It  gives  us  a  lan- 
guage for  discussing  why  we  are  doing  what  we  are  doing  because 
it  connects  the  strategy  with  the  force  structure  and  the  cost. 

The  last  two  charts,  I  am  sure  you  have  seen  before,  and  I  won't 
dwell  on  them.  This  shows  that  defense  in  the  1995  budget  is  actu- 
ally just  under  18  percent  of  the  Federal  budget.  The  next  chart 
shows  the  change  during  the  decade  of  the  1990s.  I  have  talked 
several  times  about  a  major  drop  in  defense  spending  during  the 
1990s.  That  comes  to  about  35  percent  in  real  terms.  That  is  the 
red  chart  at  the  bottom.  There  was  a  35-percent  decrease,  during 
which  period  the  mandatory  spending  increases  have  been  about  38 
percent  and  domestic  discretionary  spending  about  12.  So  this  gives 
you  a  relative  flavor  of  how  the  overall  Federal  budget  has  gone 
during  the  decade  of  the  1990s. 

1995  FEDERAL  OUTLAYS   =  $1.52  Trillion 


MANDATORY 
SPENDING 


INTERNATIONAL 
$21  B  =  1% 


DISCRETIONARY 
SPENDING 
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DOMESTIC  DISCRETIONARY,  DEFENSE  AND  MANDATORY  OUTLAYS 
Cumulative  Real  Changes  FY  1990  -  FY  1999 
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Mr.  Chairman,  that  concludes  my  remarks,  and  I  will  be  happy 
to  field  any  questions  which  you  would  like  to  put  before  us. 
Chairman  Sasser.  Thank  you,  Mr.  Secretary. 
[The  prepared  statement  of  Secretary  Perry  follows:] 
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STATEMENT  OF  SECRETARY  OP  DEFENSE  WILLIAM  J.  PERRY 

IN  CONNECTION  WITH  THE  FY  1995  DEFENSE  BUDGET 

SENATE  BUDGET  COMMITTEE 

MARCH  9,  1994 

Mr.  Chairman,  members  of  the  committee,  it  is  a  pleasure  for 
me  to  be  here  today  to  present  President  Clinton's  fiscal  year 
(FY)  1995  defense  budget. 

During  my  confirmation  hearing,  I  laid  out  six 
responsibilities  for  the  Secretary  of  Defense.   One  of  the 
responsibilities  is  to  prepare  the"  annual  defense  budget  that 
allocates  resources  and  makes  program  decisions. 

"The  budget  is  a  powerful  tool  through  which  the  Secretary 
implements  defense  strategy.   Through  the  budget  process,  I  as 
Secretary  set  my  priorities  for  the  Department.   Today  I  want  to 
talk  about  how  this  budget  reflects  the  strategy  we  have  adopted 
to  build  a  post-Cold  War  Department  of  Defense  (DoD).   I  want  to 
share  with  you  my  priorities  and  lay  out  the  rationale  for  my 
choices.   For  the  budget  is  about  choices.  We  could  pretend 
that  every  decision  was  based  on  pure  logic,  but  we  know  that  is 
not  so.   Nor  is  there  enough  money  to  cover  every  option,  to 
hedge  every  bet.   I  expect  discussion,  perhaps  even  challenges. 
It  is  time  to  open  the  debate. 

Today  I  am  presenting  a  post-Cold  War  budget.   It  reflects 
the  realities  of  our  inherited  force  structure.   We  have  a 
quality  force,  but  the  size  of  the  force  structure  is  both  a 
blessing  and  a  burden.  We  have  large  stocks  of  top-quality 
equipment,  which  in  FY  1995  continue  to  provide  options 
regarding  future  modernization.   We  also  have  a  force  larger 
than  we  need,  one  that  requires  a  few  more  years  of  downsizing, 
and  an  infrastructure  that  requires  further  shedding,  a  process 
which  we  have  discovered  has  heavy  up-front  costs. 

Defense  Themes 

(Chart  1)  There  are  five  major  themes  which  I  would  like  to 
highlight  in  this  budget. 

First,  it  implements  the  Bottom-Up  Review. 

Second,  it  protects  a  ready-to-fight  force.   It  tells  you 
what  we  have  done  to  put  reality  into  our  rhetoric  about 
readiness. 

Third,  it  redirects  our  modernization  program,  taking 
advantage  of  our  existing  force  structure  while  planning  for  the 
future. 

Fourth,  it  starts  to  do  business  differently.   There  are 
serious  fiscal  implications  if  we  do  not  manage  better.   Without 
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management  changes,  we  will  not  have  sufficient  funds  for  the 
future.   As  it  is,  we  know  that  we  have  to  plus-up  the 
procurement  accounts  in  the  outyears  to  begin  the  process  of 
"recapitalizing"  the  force.   If  we  fail  to  manage  better, 
overhead  will  drain  funds  from  other  accounts.  We  will  have  no 
choice  but  to  rob  from  readiness  or  increase  the  topline. 

Finally,  this  budget  reinvests  defense  dollars  into  other 
areas  of  the  economy,  including  deficit  reduction. 

Post-Cold  War  Force  Structure 

(Chart  2)   Let  me  begin  with  force  structure.   The  Bottom-Up 
Review  served  as  the  heart  of  our  force  structure  planning.   The 
Review  concluded  that  our  basic  force  structure  should  be  sized 
to  fight  two  medium-sized  regional  conflicts  (MRCs)  nearly 
simultaneously,  and  it  defined  the  minimum  needed  force 
structure.  Additionally,  we  allowed  the  requirement  for 
overseas  presence  to  help  size  the  force.   The  structure  we 
proposed  then,  and  which  is  supported  by  this  budget,  allows  us 
to  meet  these  requirements. 

Our  budget  continues  the  drawdown  begun  by  the  previous 
administration  and  takes  it  to  the  BUR  levels  at  the  end  of  the 
Future  Years  Defense  Program  (FYDP).   In  some  areas,  we  will 
reach  these  levels  more  quickly,  an  important  factor  since 
significant  savings  will  accrue  and  be  available  to  plow  back 
into  other  investments.   We  are  already  close  to  the  BUR  level 
of  four  Marine  divisions;  we  are  getting  close  to  346  ships  and 
the  13  active  fighter  wings.   In  other  areas,  we  are  on  a  more 
gradual  glide  path  because  we  need  to  make  the  enhancements  that 
will  help  us  compensate  for  a  smaller  force  structure.   When  we 
reach  the  BUR  levels,  the  overall  force  structure  will  have  come 
down  about  30  percent  from  its  peak  in  the  '80's. 

Manpower 

(Chart  3)  The  overall  manpower  levels  have  come  down  as  you 
would  expect  with  the  declining  force  structure.  One  notable 
change  is  the  increased  emphasis  I  have  placed  on  reducing  the 
civilian  support  structure  in  a  way  that  is  commensurate  with 
the  drawdown  in  military  forces.   This  is  a  painful  process,  and 
we  must  continue  to  fund  the  programs  that  allow  us  to  minimize 
RIFs.   We  must  also  adequately  fund  employee  transition 
programs  that  permit  discharged  military  personnel  the  best 
possible  chance  to  find  work  in  the  civilian  economy. 

The  good  news  in  this  process  is  that,  with  the  '95  budget, 
we  are  almost  at  the  end  of  the  personnel  drawdown.   So  the 
personnel  turbulence  which  so  heavily  affects  morale  will  be 
largely  behind  us  at  the  end  of  the  '95  budget  year. 
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(Chart  4)  During  the  Cold  War  the  costs  of  manpower  stayed 
about  level.   Now  we  are  cutting  deeply  in  this  area.   The 
savings  from  a  smaller  force  structure  are  considerable,  about 
$36  billion.   We  are  already  realizing  most  of  these  savings. 
This  is  the  prime  example  of  a  choice  in  priorities.   We  have 
chosen  to  cut  force  structure  in  order  to  preserve  readiness. 
This  is  the  opposite  of  the  judgment  we  made  in  the  1970' s  when 
we  maintained  a  force  of  2.1  million  people,  but  deeply  cut  the 
Operation  and  Maintenance  (0&M)  accounts.   That  approach  led  to 
the  "hollow  force"  of  the  70 's.   Instead,  we  have  determined 
that  we  can  effectively  function  in  the  post-Cold  War  era  with 
smaller  forces,  if  those  forces  are  ready. 

Priority  on  Readiness 

(Chart  5)  We  are  taking  those  savings  and  investing  them  in 
the  Operation  and  Maintenance  accounts  as  the  most  direct  way  to 
preserve  readiness.   While  the  force  structure  will  decrease  7 
percent  between  FY  1994  and  FY  1995,  we  have  increased  O&M 
funding  by  5.6  percent.   We  have  also  fully  funded  Service 
Opterapo  requests.  We  have  also  decided  that  even  while  weapons 
inventories  are  shrinking  we  need  to  increase  depot  maintenance 
funding  by  20  percent.   Finally,  we  are  maintaining  the  budget 
levels  for  recruiting.   FY  1994  was  as  good  a  recruiting  year  as 
ever  in  terras  of  numbers  and  quality,  but  we  must  counteract  the 
popular  perception  that  we  can  no  longer  offer  full  careers.   We 
must  resist  the  temptation  to  save  dollars  on  recruiting. 

These  are  areas  where  the  Secretary  of  Defense  can  make  his 
priorities  known.   I  cannot  go  out  and  repair  a  broken  airplane 
or  ship,  but  I  can  make  sure  that  the  military  services  give 
readiness  their  highest  priority.  We  even  put  this  instruction 
into  the  front  end  of  the  fiscal  guidance.   The  services  were 
told  that  readiness  is  the  first  priority  and  that  all  other 
guidance  could  be  traded-off  if  they  needed  to  program  funds  for 
improved  readiness. 

(Chart  6)  One  of  the  challenges  in  making  this  sort  of 
decision  is  to  find  ways  to  explain  the  effect  that  added 
funding  for  readiness  will  have.   One  of  the  best  ways  we  have 
found  is  to  look  at  the  funding  per  unit  of  military  activity  — 
the  funds  available  to  operate  a  plane,  a  ship,  or  a  combat 
battalion.   Through  this  measure  we  are  able  to  show,  by 
activities  and  capabilities  in  the  field,  the  relative  increase 
in  funding  we  have  provided  for  readiness. 

(Chart  7)   We  can  also  look  at  the  increase  in  funding 
relative  to  the  manpower  levels  in  each  service.   For  example, 
you  can  see  that  the  Air  Force  has  chosen  to  increase  its  O&M 
relative  to  Air  Force  end  strength. 

This  dollar  emphasis  on  readiness  translates  into  people's 
ability  to  do  their  jobs  with  high  confidence  of  success. 
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Needless  to  say,  increased  funding  for  training  and  maintenance 
is  important  for  morale. 

Modernization  Approach 

(Chart  8)   The  next  priority  I  have  set  for  the  Department, 
with  John  Deutch's  help,  is  to  redirect  our  modernization 
programs.   Again,  this  decision  is  consistent  with  the  strategy 
laid  out  in  the  Bottom-Dp  Review,  which  premised  our  two  MRC 
strategy  on  force  enhancements. 

First,  we  will  sustain  a  strong  research  and  development 
effort.   I  firmly  believe  that  we  can  and  must  continue  to 
provide  our  forces  the  kind  of  advantage  we  had  in  Desert  Storm. 
In  the  business  world  it  might  be  called  an  unfair  competitive 
advantage,  but  in  combat  it  is  called  winning,  and  winning  with 
minimum  casualties.  Additionally,  a  strong  R&D  effort  is 
essential  to  provide  a  foundation  if  we  ever  have  to 
reconstitute  our  forces. 

Second,  we  need  to  continue  to  buy  some  next  generation 
weapons.   This  is  our  commitment  to  the  next  generation  of 
Americans.   The  C-17  is  crucially  important  to  the  Bottom-Up 
Review  strategy.   We  are  also  forging  ahead  with  the  F-22.   But 
these  are  a  select  few  programs. 

Third,  we  have  refocused  the  Ballistic  Missile  Defense 
Program  to  give  first  priority  to  theater  defenses. 

Fourth,  have  emphasized  intelligence.   We  cannot  dismantle 
it.   The  world  is  a  dangerous,  uncertain  place,  and  many  of  the 
diverse  threats  we  face  today  are  difficult  intelligence 
targets. 

Finally,  we  want  to  preserve  key  elements  of  the  industrial 
base  that  would  go  away  if  it  were  not  for  our  support.   This 
may  be  one  of  the  most  controversial  decisions  we  have  made,  and 
I  would  be  happy  to  discuss  it  at  length. 

(Chart  9)   For  the  past  twenty  years  the  procurement  budget 
has  been  on  a  roller-coaster  ride.   Research  and  Development  has 
been  more  stable;  it  has  come  down  some,  but  it  is  still  higher, 
in  constant  dollars,  than  in  the  late  1970s  when  we  developed 
the  weapons  used  in  Desert  Storm.   I  want  to  maintain  R&D  at  a 
robust  level. 

The  most  difficult  choice  we  have  made  is  on  procurement, 
and  this  will  be  a  point  of  contention  for  many  with  this 
budget.   First  let  me  say  that  we  cannot  sustain  these  low 
levels  of  procurement  for  long,  and  we  are  projecting  an 
increase  beginning  after  '95,  when  it  goes  up  by  20  percent 
between  "96  and  '99. 
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(Chart  10)  We  plan  to  continue  the  drop-off  in  near-term 
procurement  that  started  in  the  Bush  Administration.   We  will  go 
from  20  ships  in  1990  to  six  in  1995,  from  511  aircraft  in  1990 
to  127  in  1995  and  from  448  tanks  in  1990  to  zero  in  1995.   The 
tank  story  is  not  a  complete  picture  since  we  are  doing  some 
upgrade  work,  which  keeps  the  industrial  base  warm,  but  the 
contrast  to  the  recent  past  is  dramatic. 

There  are  two  reasons  for  this  drop  off.  First,  we  are 

projecting  a  much  smaller  force  structure,  down  30  percent.   And 

even  when  we  hit  a  steady  state,  we  will  have  smaller  buys  than 

the  past.   Second,  as  our  force  size  goes  down,  we  can  live  off 

the  inventory  we  built  up  for  the  Cold  War. 

The  biggest  challenge  we  will  face  during  the  transition 
will  be  fine-tuning  the  industrial  base.   Attack  submarine 
forces  is  a  good  example.   Based  on  a  90-sub  force  with  a  sub 
life  of  30  years,  the  required  build  rate  would  be  three  per 
year.   A  projected  45-sub  force  would  require  only  one-and-one- 
half  submarines  to  be  built  per  year.   But  as  we  draw  down  to 
that  45-sub  level,  we  really  have  no  need  to  build  new 
submarines  until  after  the  turn  of  the  century.   The  reason  we 
have  chosen  to  invest  in  a  new  Seawolf  over  the  next  few  years 
is  to  keep  the  industrial  base  active  at  a  minimum  level  until 
we  heed  to  start  buying  again  at  a  steady-state  level. 

Each  case  will  be  different.   For  tanks  we  can  handle  the 
industrial  base  issue  through  upgrades  and  foreign  military 
sales.   For  submarines  we  will  need  a  stretched-out  buy.   With 
airplanes  we  have  enough  procurement,  and  with  the  development 
programs  for  the  F-22  and  the  new  F/A-18  version,  we  can  be 
confident  that  we  will  have  suppliers  out  into  the  future. 

Doing  Business  Differently 

(Chart  11)   Related  to  the  need  to  increase  procurement 
after  '96  is  the  requirement  to.  do  business  differently.   In 
this  budget  there  is  not  enough  money  in  the  outyears  to 
increase  the  procurement  accounts  unless  we  cut  our  costs.   That 
means  acquisition  reform  is  a  real  need  and  not  just  a  good 
idea. 

In  addition,  we  need  to  reform  our  financial  management.   It 
is  a  mess,  and  it  is  costing  us  money  we  desperately  need. 
Third,  we  need  to  continue  to  shed  infrastructure.   We  urgently 
need  the  help  of  the  Congress  for  all  these  activities. 

All  three  efforts  are  designed  to  save  money  in  the 
outyears,  but  none  will  save  money  immediately.   There  is  no 
line  in  this  budget  for  projected  savings  from  acquisition 
reform.   We  will  not  credit  those  savings  until  we  can  precisely 
identify  and  verify  them.   To  do  the  base  closure  process 
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correctly  and  quickly  requires  significant  funds,  and  better 
financial  management  requires  investment  in  new  systems. 

Taking  care  of  the  environment  is  in  a  slightly  different 
category,  but  there  are  parallels.   We  must  spend  heavily  to 
clean  up  past  mistakes,  and  this  is  money  which  is  an  increasing 
drain  on  regular  military  accounts.   But  we  are  also  trying  to 
prevent  the  need  for  expenditures  of  this  sort  in  the  outyears. 
It  is  important  to  note  that  there  is  an  additional  $5  billion 
in  the  Department  of  Energy  budget  for  clean-up. 

(Chart  12)  The  last  theme  I  want  to  stress  in  this  budget 
is  defense  reinvestment,  totaling  a  little  over  $3  billion. 
Much  of  this  money  is  being  put  into  dual  use  technology,  where 
there  is  a  clear  benefit  to  Defense  as  well  as  a  benefit  to  the 
commercial  sector. 

(Charts  13  &  14)    The  overall  picture  for  Defense  as  a  part 
of  the  national  economy  and  budget  shows  the  dramatic  shift  in 
resources  from  Defense  to  the  non-defense  side  of  the  economy. 
Defense  outlays  are  now  down  to  3.7  percent  of  GDP  and  heading 
toward  2.8  percent  in  '99.   Defense  outlays  are  already  down  to 
17  percent  of  the  Federal  budget.  That  represents  a  significant 
peace  dividend  for  the  American  people. 

(Chart  15)   This  is  the  topline  showing  what  we  are  planning 
to  spend  for  America's  defense. 

A  Strategic  Investment  Plan 

(Chart  16)   In  sum,  the  President's  FY  1995  defense  budget 
represents  a  strategic  investment  plan.   It  is  a  blueprint  for 
getting  us  to  where  we  want  to  go.   It  is  based  on  a  common 
understanding  of  strategy  and  what  is  needed  to  carry  out  that 
strategy  derived  from  the  Bottom-Up  Review.   The  Bottom-Up 
Review  provides  clear  goals  for  ensuring  America's  defense.   The 
budget  connects  our  strategy  to  force  structure  and  costs.   I 
believe  that  it  fulfills  the  President's  pledge  to  sustain  the 
"best-equipped,  best-trained,  and  best-prepared  fighting  force 
on  the  face  of  the  earth." 

Let  me  now  turn  to  several  subjects  that  I  believe  might  be 
of  special  interest  to  this  committee. 

The  Bottom-Up  Review 

(Chart  17)   First,  some  additional  comments  on  the  Bottom-Up 
Review.   This  study  was  truly  a  milestone  for  America's  national 
security.   The  BUR  solidified  a  consensus  within  DoD  on  the 
potential  risks  to  America's  security,  the  defense  strategy 
needed  to  protect  and  advance  our  interests,  and  the  military 
capabilities  required  to  carry  out  our  strategy  to  counter  those 
risks.   It  also  produced  an  affordable  plan  for  the  continuing 
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modernization  of  D.S.  forces  and  for  managing  the  industrial 
base  to  support  a  modern  force.   Finally,  the  Review  achieved  a 
consensus  between  DoD's  civilian  and  military  leaders  on  the 
most  critical  elements  of  a  balanced  program  to  achieve  the 
needed  U.S.  security  posture. 

Perhaps  the  most  important  and  controversial  BUR  conclusion 
was  that  the  optimal  U.S.  force  should  be  one  sufficient  to 
fight  and  win  two  nearly  simultaneous. major  regional  conflicts. 
This  conclusion  reflected  a  concern  that  if  America  were  to  be 
drawn  into  a  war  with  one  regional  aggressor,  another  could  be 
tempted  to  attack  its  neighbors — especially  if  it  were  convinced 
that  the  U.S.  and  its  allies  did  not  have  enough  military  power 
to  deal  with  more  than  one  major  conflict  at  a  time.   Moreover, 
sizing  U.S.  forces  for  more  than  one  major  regional  conflict 
will  provide  a  hedge  against  the  possibility  that  a  future 
adversary  might  one  day  mount  a  larger  than  expected  threat.   In 
sizing  U.S.  forces,  we  also  committed  ourselves  to  maintaining  a 
strong  overseas  presence,  which  is  essential  to  ensuring  the 
vitality  of  our  alliance  relationships  and  maintaining  stability 
in  critical  regions. 

Defense  Spending  and  Total  Federal  Outlays 

(Chart  18)   I  recognize  that  this  committee  must  consider 
defense  spending  in  the  larger  context  of  the  federal  budget, 
and  that  there  are  enormous  pressures  to  reduce  the  deficit  and 
preserve  domestic  programs  that  directly  affect  our  people.   In 
that  regard,  this  chart  depicts  the  defense  portion  of  this 
larger  picture.   It  illustrates  that  focusing  on  Defense  as  the 
major  cure  for  the  deficit  is  out  of  proportion  to  its  share  of 
federal  outlays.   Let  me  hasten  to  add,  however,  that  the 
primary  reason  that  President  Clinton  and  our  nation's  defense 
leaders  oppose  cuts  beyond  those  planned  is  that  it  would  carry 
excess  risk  to  our  future  security. 

(Chart  19)   This  chart  shows  that  during  the  1990s  defense 
outlays  are  coming  down  dramatically.   Defense  is  contributing 
to  deficit  reduction  far  in  excess  of  its  share  of  the  federal 
budget.   Unfortunately,  increases  in  other  segments  of  the 
budget  dwarf  our  decreases — hence  our  nation's  political  leaders 
must  continue  their  fully  justified  concentration  on  deficit 
reduction.   My  message  here  is  simply  that  preserving  America's 
future  security  must  be  as  strong  a  concern. 

The  FYDP  Funding  Shortfall 

(Chart  20)   Finally  I  would  like  to  explain  the  $20  billion 
funding  shortfall  that  has  received  quite  a  lot  of  attention. 

The  Bottom-Up  Review  was  undertaken  without  a  precise 
defense  spending  target  in  mind.   When  the  BUR  was  completed, 
the  Department  found  that  the  BUR  program  exceeded  the 
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President's  spending  levels  by  a  total  of  $13  billion  over  the 
FYDP  period.   Secretary  Aspin  committed  to  finding  the  remaining 
$13  billion  during  the  normal  review  for  the  FY  1995  budget  and 
FYDP.   Reductions  were  made  to  many  programs  to  achieve  this 
goal.   However,  two  developments  complicated  the  budget  review. 

First,  Congress  provided  a  pay  raise  for  military  and 
civilian  federal  employees,  whereas  the  Administration  had 
proposed  a  pay  freeze  in  FY  1994.   The  consequence  of  the  pay 
raise  was  to  increase  funding  requirements  over  the  FYDP  period 
by  over  $11  billion.   This  was  a  real  bill  that  had  to  be  paid 
because  the  pay  raise  was  mandated  in  law. 

Secondly,  the  rate  of  inflation  in  future  years  was 
projected  to  be  higher  than  was  estimated  at  the  time  the 
FY  1994  budget  was  developed.   Because  of  this  change,  it  was 
estimated  that  DoD  would  need  about  $20  billion  more  to  pay  for 
the  BUR  program  over  the  FYDP  period.   Unlike  legally  mandated 
pay  raises,  these  inflation  estimates  are  likely  to  change 
several  times  during  the  year,  and  may  well  result  in  inflation 
cost  growth  below  the  $20  billion  over  five  years  now  estimated. 

President  Clinton  reviewed  these  factors  in  December.  At 
that  time  he  reaffirmed  his  commitment  to  the  BUR  program.  He 
also  directed  OMB  to  increase  the  overall  DoD  budget  over  the 
5-year  period  by  $11.4  billion  to  provide  for  the  effects  of  the 
pay  raise  over  the  FYDP  period.  However,  the  President  opted 
not  to  budget  for  the  multi-year  inflation  bill,  which  may  or 
may  not  come  due. 

In  order  to  implement  the  President's  directives,  the 
Department  took  two  actions.   It  incorporated  the  full  cost 
implications  of  the  pay  raise  provided  in  FY  1994,  and  it 
repriced  the  BUR  consistent  with  current  economic  estimates. 
These  actions  resulted  in  a  defense  program  that  exceeds  the 
President's  defense  budget  levels  in  the  FY  1996-1999  period  by 
about  $20  billion.   Options  to  deal  with  this  matter  will  be 
considered  in  developing  the  FY  1996-2001  FYDP — when  updated 
inflation  projections  will  be  available.   The  President  and  the 
Department  of  Defense  remain  firm  in  their  commitment  to  the  BUR 
and  the  need  to  properly  finance  it. 

Individual  DoD  programs  and  activities,  through  which  the 
BUR  is  being  implemented,  all  have  been  properly  priced  based  on 
current  estimates  of  inflation.   DoD  leaders  are  confident  that 
planned  forces  and  capabilities  can  be  purchased  for  the  monies 
projected  in  the  FYDP.   The  Department  used  realistic 
projections  for  future  costs,  procurement  schedules,  likely 
savings,  and  other  planning  issues. 
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Chairman  Sasser.  One  thing  that  comes  to  mind  based  on  your 
charts  there,  just  doing  some  back-of-the-envelope  calculations,  it 
appears  to  me  that  in  1990  there  was  about  .5007  civilians  in  rela- 
tion to  active  military  personnel.  In  1994,  that  ratio  goes  up  to 
.5441.  That  is  a  10-percent  increase  in  over  4  years  in  the  relation- 
ship between  civilian  employees  and  active  military. 

Why  is  that  relationship  going  up?  In  other  words,  we  used  to 
talk  a  lot  about  teeth  and  tail,  and  it  appears  to  me  that  the  tail 
is  not  shrinking  nearly  as  fast  as  the  teeth  are  here. 

Secretary  Perry.  Senator  Sasser,  that  is  an  astute  point.  It  is  a 
point  I  have  made  myself  in  reviewing  these  charts,  and  I  simply 
say  I  don't  accept  this  as  the  last  word  on  the  civilian  decrease.  I 
see  no  basis  for  the  civilian  personnel  in  the  Defense  Department 
going  down  at  a  rate  less  than  the  active  military  is  going  down, 
and  I  have  already  communicated  that. 

I  should  say  there  is  a  mechanical  problem  which  is  not  easy  to 
solve,  but  which  can  be  solved,  and  that  is  that  we  can  change  the 
military  end  strength  just  by  stating  what  it  is  going  to  be  and  the 
military  conforms  to  it,  assuming  that  the  Congress  supports  that 
in  the  Appropriations  Act. 

We  are  not  authorized  to  change  civilian  end  strength  that  way. 
We  have  to  deal  with  civilian  end  strength  by  reducing  individual 
appropriations  all  along  the  way.  It  is  a  very  different  management 
task  to  change  civilian  end  strength,  but  the  bottom  line  is  that  we 
should  have  a  decrease  in  civilian  comparable  to  a  decrease  in  mili- 
tary, and  I  think  when  you  see  the  1996  budget  presented  to  you, 
you  will  see  that  reflected. 

Chairman  SASSER.  Good. 

Mr.  Secretary,  the  Clinton  administration  has  substantially 
scaled  back  the  ballistic  missile  defense  funding  it  inherited  from 
its  predecessor,  the  Bush  administration.  Over  the  period  1995  to 
1999,  the  Bush  administration  had  planned  to  spend  nearly  $40 
billion  for  Ballistic  Missile  Defense  activities.  The  Clinton  adminis- 
tration has  pulled  this  total  back  from  $40  billion  to  about  $18  bil- 
lion and  reoriented  the  focus  towards  defense  against  theater  bal- 
listic missiles. 

Now,  it  is  precisely  because  of  the  Administration's  progress  in 
bringing  this  program  down  to  earth  over  the  long  term  that  it 
causes  me  some  consternation  to  see  the  request  in  the  short  term. 
The  Administration  is  requesting  about  $3.3  billion  for  ballistic 
missile  defense  activities  this  year.  That  is  an  increase  of  about 
$400  million,  or  15  percent,  over  last  year's  level. 

I  do  not  know  of  any  other  programs  in  the  Department  of  De- 
fense that  are  growing  with  the  same  magnitude  as  this  ballistic 
missile  program.  Most  all  of  the  increase,  to  be  frank  about  it,  is 
in  the  program  for  theater  missile  defense. 

Now,  these  programs  are  of  much  greater  benefit  to  our  allies 
than  they  are  to  us.  If  you  draw  a  circle  of  the  range  of  missiles 
that  could  be  threatening  from  antagonists,  not  a  one  will  reach 
the  United  States,  at  least  not  the  Continental  United  States. 

Now,  at  a  time  when  a  lot  of  domestic  programs  are  being  cut, 
why  are  we  ramping  up  spending  for  theater  missile  defense,  which 
really  protects  our  allies  from  threats  on  the  periphery  of  Western 
Europe  and  Asia?  Most  of  these  missiles  that  could  be  threatening 
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now,  when  you  get  outside  of  Russia  or  Ukraine,  have  very,  very 
limited  range,  and  they  can  only  threaten  perhaps  portions  of 
Southern  Europe,  portions  of  the  Middle  East.  But  they  are  no 
threat  to  the  United  States.  Why  are  we  upping  our  spending, 
when  our  European  allies,  who  are  more  directly  threatened,  are 
doing  virtually  nothing  about  it  or  very,  very  little? 

Secretary  Perry.  A  few  comments  on  that,  Senator  Sasser.  First 
is  that  this  money  for  theater  missile  defense  is  intended  to  protect 
our  forces  in  the  field,  not  the  Continental  United  States.  As  you 
pointed  out,  we  do  not  see  a  threat  at  this  time  to  the  Continental 
United  States,  so  it  is  only  intended  to  protect  our  forces  in  the 
field,  as,  for  example,  when  they  were  deployed  in  Desert  Storm. 

Second,  though,  your  point  about  the  interests  of  our  allies  is  I 
think  entirely  correct,  and  Mr.  Deutch  has  had  extensive  and  in- 
tensive discussions,  both  with  our  allies  in  Japan  and  Korea  on  the 
one  hand,  and  our  allies  in  Europe,  relative  to  joint  development 
programs  in  this  area,  and  we  are  vigorously  pursuing  the  possibil- 
ity of  having  such  programs.  That  is  not  reflected  in  this  budget, 
because  we  do  not  have  any  such  agreements  yet. 

We  also  are  working  jointly  with  the  Israelis  on  their  ballistic 
missile  defense  program,  which  they  call  the  Arrow,  and  exploring 
ways  in  which  we  may  be  able  to  get  some  cross-benefit  in  that  pro- 
gram. But  there  is  not  much  to  show  for  that,  and  your  point  is 
correct  on  that. 

Chairman  Sasser.  I  am  frankly  concerned  about  it,  because,  ac- 
cording to  a  recent  study  by  the  Congressional  Research  Service, 
while  the  United  States  has  spent  in  excess  of  $32  billion  on  ballis- 
tic missile  defense  research,  our  allies  have  spent  less  than  $1  bil- 
lion. 

Now,  what  incentive  is  there  really  for  our  allies  to  increase 
spending  on  ballistic  missile  defense  research,  when  the  United 
States  is  continuing  to  pour  money  into  it  and  continuing  to  further 
ballistic  missile  defense  research.  If  I  were  the  French  or  the  Ger- 
mans or  the  British  or  the  Italians,  or  even  the  Israelis  to  a  certain 
extent,  I  think  I  would  be  inclined  to  lay  back  and  let  the  Ameri- 
cans do  it,  let  them  spend  the  money  on  the  research,  and  then 
perhaps  we  could  get  in  at  the  tail  end  and  collaborate  with  them. 

One  other  thing  with  regard  to  protecting  our  own  forces  abroad, 
those  forces  by  and  large  are  there  to  protect  our  allies.  Certainly 
that  was  the  original  reason  many  of  them  were  in  Europe.  That 
is  why  they  are  in  Korea.  I  think  the  psychology  is  wrong  here.  If 
we  continue  to  ramp  up  R&D  spending  on  theater  missile  defense 
research,  I  do  not  anticipate  we  are  going  to  get  much  collaboration 
or  support  from  our  allies,  because  the  history  has  always  been,  as 
long  as  we  will  spend  and  do  it,  they  will  urge  us  on  and  hold  our 
coat  and  let  us  do  it,  Mr.  Secretary. 

Secretary  Perry.  I  take  your  point,  Senator  Sasser,  and  I  can  as- 
sure you  that  we  will  pursue  that  vigorously. 

Chairman  Sasser.  Thank  you,  sir. 

Senator  Domenici? 

Senator  Domenici.  Mr.  Chairman,  I  think  I  am  going  to  yield  to 
Senator  Grassley.  I  will  have  to  go  to  the  floor  at  about  11:30,  but 
if  you  are  still  on,  I  will  run  down  there  and  come  back.  He  has 
been  patient,  and  he  has  some  observations  he  wants  to  make. 


132 

Senator  Grassley.  Mr.  Secretary,  I  want  to  bring  up  the  $20  bil- 
lion inflation  problem  that  is  addressed  here,  and  I  want  to  put  it 
in  some  sort  of  historical  perspective  and  ask  your  consideration. 
This,  of  course,  is  for  the  outyears,  for  your  future  year  defense 
program. 

I  guess  considering  the  historical  perspective,  with  no  accusa- 
tions against  your  judgment  when  I  look  at  the  $20  billion  problem, 
it  could  be  a  $50  billion  problem  or  it  could  be  a  $100  billion  prob- 
lem, because  we  have  seen  that  happen  in  the  past.  But  whether 
it  is  a  $20  or  $50  or  $100  billion  problem,  it  does  represent  an  over- 
programming  problem,  and  that  is  a  problem,  as  far  as  I  am  con- 
cerned, with  the  integrity  of  the  defense  budget. 

Mr.  Chairman,  you  and  I  have  worked  this  problem  together  for 
a  decade.  Most  of  the  other  members  of  the  committee  have  not 
been  here  that  long,  and  so  I  would  just  add  a  little  background. 

In  1983,  I  was  alerted  to  an  internal  DOD  briefing  that  exposed 
this  problem  and  its  adverse  consequences.  Then-Secretary  Wein- 
berger refused  me  a  briefing.  We  ended  up  hauling  an  obscure  ana- 
lyst by  the  name  of  Chuck  Spinney  before  a  joint  hearing  of  this 
committee  and  the  Armed  Services  Committee,  with  some  high 
drama  in  the  Senate  Caucus  Room.  Of  course,  after  that  briefing, 
that  analyst  was  not  so  obscure,  because  he  ended  up  with  his  pic- 
ture on  the  cover  of  Time  Magazine. 

The  point  of  the  briefing  was  this,  and  it  is  still  true  today:  The 
over-programming  game  at  the  Department  of  Defense,  which  is  as 
certain  as  death  and  taxes,  hurts  our  national  security.  The  game 
is  like  this:  Costs  are  underestimated,  while  production  buys  and 
appropriations  are  overestimated,  and  then,  of  course,  that  leads  to 
front-loading  and  to  buy-ins  which  produce  a  procurement  bow- 
wave.  And  the  consequences  of  the  bow-wave  are  inevitable.  When 
the  bills  come  due,  the  costs  of  everything  go  up,  and  the  quantities 
go  down.  And  the  taxpayers  suffer,  and  then  I  think  our  national 
security  suffers  as  a  result  of  it. 

To  put  this  in  terms  of  something  that  my  colleagues  can  under- 
stand, I  often  refer  to  this,  and  have  several  times  before,  as  a 
blivet,  which  is  5  pounds  of  manure  in  a  4-pound  sack.  So  I  hope 
that  you  see  an  analogy,  Mr.  Secretary. 

What  we  have  got  here  is  $20  billion  worth  of  manure  that  will 
not  fit  into  the  budget,  and  it  may  be  much,  much  more.  My  col- 
leagues understand  that,  because  we  have  the  same  problem  in  the 
rest  of  the  budget.  We  have  to  deal  with  it  every  year  here  in  the 
Congress,  and  we  deal  with  it  with  something  called  appropriation 
caps.  And  there  are  all  kinds  of  games  that  you  can  play  with  it. 

My  colleagues  also  might  understand  the  term  from  the  Reagan 
years,  when  we  referred  to  it  as  a  "magic  asterisk."  I  have  these 
charts  here  where  I  want  to  show  that  with  the  President's  budget 
submitted  on  February  7,  we  see  a  gaping  hole  right  here  where 
we  had  blanks  for  the  outyear  defense  numbers,  and  that  comes, 
of  course,  from  Table  5.1  on  page  69  of  the  historical  tables,  just 
as  in  this  first  chart  I  have  here. 
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HISTORICAL  TABLES 


Table  5.1  -  BUDGET  AUTHORITY  BY  FUNCTION  AND  SUBFUNCTION:  1975-1 999  -  Continued 

(in  ailBloaa  of  CMlare) 


050  Uattonal  Mmc 

051  DapamTMdtorDateoM-Unitvy: 

Miliary  Paraonnal 

Operation  and  Maintenance 

Piocuraraant - 

Rasaaxch,  Davfcopmart,  T«»t,  and  Evaluation 

UdtlaTy  Construction 

Fimlty  Housing 

Alowanoas 

OUw 

051  Subtotal,  Deputmant  o(  Defense  -Military 

053  Atomic  energy  oatense  activities 

054  Datense-ralatad  actMtiee 

Total,  National  derenae ■■• 


1902 

1993 

1994 

1905 

1998 

1997 

1998 

19*9 

•«flro«t» 

mtnmtt 

MfMH 

eaaasea 

-l^i. 

••flraat* 

81.221 

75.974 

70,773 

70,475 

N/A 

N/A 

N/A 

N/A 

83,718 

89,161 

87,972 

82,884 

H/A 

N/A 

WA 

N/A 

62,952 

62J89 

44,454 

43.274 

N/A 

N/A 

N/A 

N/A 

88.623 

37,764 

14,7(2 

38,225 

N/A 

N/A 

N/A 

N/A 

S.7S4 

5.963 

6,983 

5,049 

N/A 

N/A 

N/A 

N/A 

3,738 

1.S41 

3,501 

3,307 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

-1,378 

3,012 

1J5222 

938 

N/A 

N/A 

N/A 

N/A 

282,127 

257,194 

248,987 

252,163 

243,441 

140.234 

246,723 

253,024 

11,890 

12,059 

10598 

10,598 

10,971 

10,867 

11,017 

11,158 

864 

1,823 

814 

914 

918 

931 

046 

962 

295.070 

281,078 

law 

260,918 

283,668 

255,329 

252,032 

258,588 

255,145 

Source!  Budget  of  the  U.S.  Government  Historical  Tablets   FY  1995 

I  have  raised  questions  about  this  at  a  half  dozen  hearings,  along 
with  other  Senators.  So  last  week  we  were  sent  some  numbers  and 
that  will  be  the  second  chart  here.  But  notice  the  line  that  says 
"Future  Adjustments"  right  here.  I  had  speculated  that  the  reason 
we  got  blanks  in  the  first  place  is  because  the  numbers  did  not  add 
up  and  you  would  have  to  show  a  negative  funding  wedge  or  magic 
asterisk  to  make  that  add  up.  Then,  lo  and  behold,  we  did  get  num- 
bers last  week  and,  sure  enough,  the  numbers  do  not  add  up  and, 
just  as  sure,  we  have  the  appearance  again  of  a  magic  asterisk,  Mr. 
Chairman. 
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DoD  Budget  Authority  by  Title 
(Current  $  Billions) 


FY95        FY96        FY97       FY98        FY99 


Military  Personal 

70.5 

66.2 

65.7 

66.1 

67.3 

O&M 

92.9 

88.0 

88.0 

88.5 

98.6 

Procurement 

43.3 

48.4 

49.8 

57.1 

60.1 

RDT&E 

36.2 

34.8 

32.1 

30.9 

30.2 

MdCON 

5.0 

7.9 

5.0 

4.7 

4.0 

Family  Housing 

3.3 

3.6 

3.7 

3.6 

3.9 

Future  Adjustments 

- 

-6.4 

-5.4 

-5.0 

-3.3 

Funds  and  Other 

0.9 

0.9 

1.4 

0.8 

0.2 

TOTAL  DoD 

252.2 

243.4 

240.2 

246.7 

253.0 

Source:  Office  of  Management  and  Budget 

I  would  like  to  say  a  word  about  the  magic  asterisk,  because  I 
think,  from  an  historical  perspective,  it  is  something  that  we  ought 
to  think  about  as  we  consider  the  defense  budget  this  year,  because 
we  have  been  through  it  on  this  committee  before. 

Last  night,  I  had  an  opportunity  to  pull  from  my  library  a  book 
that  David  Stockman  wrote  about  the  budget  game  in  Washington 
during  those  years.  He  recounts  the  famous  story  of  the  magic  as- 
terisk, that  tells  about  how  this,  committee  refused  to  let  a  budget 
go  through  back  in  1981  that  had  a  line  called  future  savings  in 
it.  That  was  $44  billion  at  that  time,  Mr.  Chairman. 

Howard  Baker  was  the  one  who  called  it  the  magic  asterisk.  It 
was  not  for  the  defense  budget,  but  at  that  time  it  was  for  the  en- 
tire budget.  Three  of  us  on  this  side  of  the  aisle  voted  against  the 
budget,  against  a  President  of  our  own  party,  and  the  budget 
failed,  at  least  at  the  committee  level,  at  that  particular  time.  That 
is  because  this  committee,  it  seemed  to  me,  would  not  allow  a 
budget  to  go  through  that  lacked  integrity.  We  would  not  stake  our 
vote  on  a  promise  to  make  some  tough  choices  manana. 

Senator  Domenici,  then  chairman  of  the  committee,  said — and 
this  is  a  quote  from  David  Stockman:  'The  Budget  Committee  is 
not  going  to  buy  a  pig  in  a  poke."  The  pig  was  the  $44  billion  in 
budget  savings,  the  poke  was  the  to-be-proposed-in-the-future  as- 
pect of  it. 

Mv  colleagues  on  this  committee  I  think  understand  this,  and  I 
would  suggest  to  them  that  this  line  here,  "Future  Adjustments," 
in  a  sense  makes  the  entire  defense  budget  at  least  for  those  out- 
years  kind  of  a  pig  in  a  poke.  In  this  second  chart,  we  see  where 
you  went  from  all  blanks,  Mr.  Secretary,  and  that  is  in  the  first 
chart,  to  a  page  full  of  numbers  with  a  negative  funding  wedge, 
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and  that  line  is  called  the  "Future  Adjustments."  The  Stockman 
budget  called  it  "Future  Savings."  Either  way,  it  is  kind  of  a  magic 
asterisk,  as  I  see  it. 

What  you  are  saying,  from  my  perspective,  when  you  use  these 
words,  is  that  we  are  going  to  make  decisions  manana.  In  fact,  that 
is  exactly  what  I  think  you  have  said  in  your  testimony.  The  Presi- 
dent did  not  budget  for  this,  and  so  you  put  in  a  negative  plug  and 
you  say  you  will  deal  with  this  next  year.  I  do  not  think  we  on  this 
committee  should  buy  that.  At  last  we  did  not  buy  it  in  1981  and 
we  should  not  buy  it  now. 

Mr.  Secretary,  I  want  to  refer  to  a  speech  that  you  gave  at  the 
Association  of  Old  Crows  on  October  12. 

Chairman  SASSER.  The  association  of  what? 

Senator  Grassley.  Old  Crows.  You  spoke  to  them  about  the  inac- 
curacy of  the  past  future  year  defense  programs  and,  of  course,  you 
promised  to  correct  it.  I  have  a  copy  of  your  speech  here.  You  men- 
tioned that, 

We  have  a  dramatic  over-capacity  in  industry  today  which  aggravates  a  problem 
that  we  are  facing  of  consolidation. 

I  would  like  to  suggest  to  you  that  this  over-capacity  continues  to 
be  fueled  by  over-programming  in  the  future  year  defense  program. 

The  General  Accounting  Office  I  hope  will  be  out  shortly  with  an 
independent  assessment  at  my  request  of  the  real  extent  of  the 
over-programming.  I  fear  it  is  much,  much  greater  than  the  $20 
billion.  If  it  were  only  $20  billion,  which  is  less  than  2  percent  of 
a  5-year  defense  budget,  I  think  a  good  manager  like  you  could 
have  resolved  it,  especially  given  the  President's  instructions.  The 
fact  that  it  is  not  resolved  reinforces  to  me  that  the  problem  is 
much  greater  than  $20  billion. 

At  this  point,  I  would  invite  from  you  whether  or  not  you  agree 
that  the  numbers  do  not  add  up  and,  second,  could  you  guarantee 
us  that  the  mismatch  is  only  $20  billion? 

Secretary  Perry.  The  answer  to  the  second  question  is  no.  Let 
me  get  to  the  first  question. 

Senator  Grassley.  OK.  Go  to  the  first  question.  Thank  you. 

Secretary  Perry.  Let  me  go  back  to  the  speech  I  gave  about  pro- 
gramming integrity  and  budget  integrity,  an  important  point.  We 
have  made  every  effort  we  know  how  to  make  to  put  together  a 
budget  that  has  integrity,  and  by  that  I  mean  that  the  programs 
that  are  in  this  budget  have  been  costed  as  honestly  as  we  know 
how  to  cost  them. 

Now,  I  want  to  draw  a  distinction  between  over-programming, 
which  is  the  point  you  were  making,  Senator  Grassley,  for  which 
you  have  I  think  correctly  criticized  previous  budgets — I  was  on 
your  side  in  some  of  those  arguments  during  the  1980's  on  the 
over-programming  budget — and  a  quite  different  problem,  which  is 
the  fact  that  we  have  to  make  a  5-year  budget  estimate  based  on 
an  estimate  of  what  inflation  will  be  5  years  from  now,  or  3  years 
from  now,  or  2  years  from  now. 

We  cannot  do  that,  and  that  is  why  my  answer  to  your  second 
question  was  no.  I  have  no  way  of  estimating  inflation  3  years  from 
now  or  5  years  from  now.  Indeed,  the  so-called  $20  billion  problem 
is  precisely  that  problem.  We  put  our  programs  together  in  the 
spring  of  1993,  and  we  made  our  best  estimate  of  what  it  would 
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cost  to  do  all  of  those  programs.  We  translate  that  into  dollars  from 

1995  through  1999,  based  on  the  then  Congressional  Budget  Office 
estimate  of  what  inflation  would  be  for  those  years. 

Shortly  before  we  submitted  the  budget,  the  CBO  made  a  dif- 
ferent estimate  of  inflation  for  those  5  years.  When  we  reflect  that 
different  estimate  in,  it  comes  out  to  $20  billion  higher  for  the 
same  programs,  $20  billion  higher  in  then-year  dollars  than  the 
ones  we  had  submitted. 

So  we  were  then  confronted  with  exactly  the  same  programs  now 
having  a  budget  shortfall  of  $20  billion,  because  the  mechanism  by 
which  we  submit  budgets  to  the  Congress  does  not  permit  it  to  be 
in  constant  dollars.  It  is  in  then-year  dollars  and,  therefore,  you 
have  to  estimate  inflation. 

Since  that  time,  CBO  has  made  another  estimate  of  inflation, 
and  the  recent  figure  is  now  $11  billion,  instead  of  $20  billion. 
When  we  get  to  actually  submitting  the  1996  budget — this  is  not 
a  problem  of  fiscal  year  1995,  the  first  problem  occurs  in  fiscal  year 
1996 — when  we  submit  the  fiscal  year  1996  there  will  be  a  dif- 
ferent estimate  and  we  will  have  to  somehow  accommodate  that. 
The  problem  may  have  gone  away  by  then,  if  inflation  estimates 
have  gone  down,  or  more  likely  the  problem  will  be  higher  by  then. 

I  submit  that  gives  us  an  impossible  problem  of  trying  to  budget. 
What  we  can  do  is  make  the  best  estimate  we  can  of  program  costs. 
We  cannot  make  independent  estimates  of  inflation.  We  use  the 
CBO  estimates  of  inflation.  Every  time  they  change  that  estimate, 
we  are  going  to  get  a  different  top  line  as  a  consequence  of  that. 

If  that  system  cannot  be  changed,  then  we  have  only  one  alter- 
native when  we  get  to  fiscal  year  1996.  That  is,  in  fiscal  1996,  if 
this  $20  billion  figure  still  exists  and  we  are  looking  in  fiscal  year 

1996  at  a  $6.4  billion  shortfall,  then  in  fiscal  year  1996  we  either 
have  to  get  an  increase  in  top  line  to  accommodate  the  inflation, 
much  as  the  various  entitlement  programs  have  inflationary  ad- 
justments to  them,  or  if  that  is  not  possible,  then  we  have  to  cut 
programs  that  we  were  planning  to  do,  at  that  stage. 

There  is  a  third  alternative  that  is  conceptual.  The  third  alter- 
native is  that  we  could  become  more  efficient  in  how  we  do  our 
business,  and  that  was  the  famous  Weinberger  estimated  savings 
that  would  be  included  in  the  budget.  I  am  in  favor  of  becoming 
more  efficient,  and  we  are  working  to  try  to  become  more  efficient. 
But  I  do  not  propose  to  put  into  our  budget  efficiencies  that  we 
have  not  been  able  to  explicitly  identify  how  we  are  going  to  get 
them. 

So  that  is  what  I  mean  when  I  say  we  will  give  you  an  honest 
budget,  but  there  is  nothing  that  we  can  do  for  the  fluctuations  in 
this  budget  from  quarter  to  quarter  with  inflation  change  esti- 
mates. 

Senator  Grassley.  Mr.  Chairman,  I  do  not  have  any  more  ques- 
tions, and  you  have  been  good  to  me.  But  let  me  just  say  to  you 
I  think  that  there  is  a  little  bit  more  here  than  just  an  inflation 
problem,  and  I  made  this  point  before.  I  do  not  know  why  the  De- 
fense Department,  as  one  department  of  government,  should  not  be 
able  to  predict  inflation  for  5  years  for  budgetary  purposes,  when 
every  other  agency  of  government  can  and  does  in  the  budget,  be- 
cause we  did  not  have  these  blanks  in  any  other  part  of  the  budget. 
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The  second  point  I  would  make  is  I  think  maybe  the  Chairman 
ought  to  consider  that  this  committee  might  benefit  from  a  Spin- 
ney-type briefing  like  we  had  a  few  years  ago. 

Chairman  Sasser.  Thank  you,  Senator  Grassley. 

Senator  Dodd? 

Senator  Dodd.  Thank  you  very  much,  Mr.  Chairman.  Let  me 
thank  you,  for  holding  these  hearings  today. 

Let  me  begin  by  commending  the  Secretary.  I  think  this  is  a 
most  creative,  imaginative,  and  thoughtful  approach.  Obviously, 
this  is  not  an  easy  time.  There  is  an  assumption  that  many  people 
believe,  that  because  one  threat  has  been  eliminated — a  threat  that 
we  have  lived  with  for  5  decades — that  we  can  now  relax.  We  can- 
not, however,  avoid  the  obvious  new  threats  that  have  been  posed 
as  a  result  of  the  change  in  the  bi-polar  confrontation  that  ab- 
sorbed us  for  so  long. 

Obviously,  one  need  only  pick  up  a  morning  newspaper  to  realize 
what  potential  dangers  are  out  there.  I  think  you  have  balanced 
well  the  obvious  need  for  reducing  expenditures,  while  at  the  same 
time  taking  into  consideration  these  new  threats.  You  have  put  to- 
gether a  rather  creative  approach,  and  I  commend  you  for  it.  Obvi- 
ously, looking  at  the  readiness  of  our  forces  is  critically  important. 
As  is  our  overseas  presence,  reduced  as  it  is;  the  modernization  of 
programs;  the  industrial  base — which  is  a  critical  issue;  a  reduction 
of  defense  threats  through  expanded  cooperation,  counter-prolifera- 
tion and  enhanced  peacekeeping  capabilities.  I  think  all  are  tre- 
mendously important  and  will  contribute  to  a  strong,  but  obviously 
leaner  structure. 

I  would  like  to  just  focus  on  two  questions,  if  I  could,  and  I  will 
ask  them  both  and  give  you  a  chance  to  respond.  I  would  like  you 
also  to  respond  to  Senator  Grassley's  last  point,  because  I  think  it 
is  an  important  point.  I  respect  your  answer  on  inflation  and  the 
shortfall. 

We  can  get  some  answers,  we  can  fill  in  the  gaps  and  they  will 
provide  some  real  numbers.  But  the  fact  of  the  matter  is  the  econ- 
omy has  changed  and  the  numbers  change.  You  cannot  control 
those  numbers,  and  someone  comes  back  and  points  an  accusing 
finger  at  you  3  years  later  and  says  you  did  not  have  it  right.  Of 
course,  you  did  not,  but  in  your  desire  to  satisfy  those  who  wanted 
some  very  specific  numbers,  you  try  and  meet  those  inquiries,  and 
then  are  held  accountable  when  they  do  not  hold  up — because  they 
are  based  on  facts  that  you  cannot  control. 

So  I  respect  your  response  to  the  question.  Frankly,  we  need 
more  of  that  honesty,  in  my  view.  It  reflects  the  unknowns.  In  tell- 
ing our  constituencies  and  others,  we  cannot  predict  these  things 
exactly. 

But  let  me  focus,  if  I  can,  on  the  modernization  issue,  because 
you  are  talking  about  a  significant  reduction.  One  of  your  charts 
indicates  that  the  percent  of  GNP  is  shrinking  to  around  2.8  per- 
cent by  the  end  of  the  decade.  As  you  stated,  those  figures  are  the 
lowest  since  the  1950's  and  represent  a  fundamental  change  in  our 
national  spending  priorities,  a  significant  change. 

I  wonder  if  you  could  elaborate  a  bit  further  on  how  you  plan  to 
continue  important  modernization  programs,  while  at  the  same 
time  reducing  the  budget  to  that  extent,  realizing  those  moderniza- 
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tions  are  a  critical  element,  in  my  view.  Reducing  the  budget  is 
necessary,  we  understand  that.  But  the  modernization  in  the  face 
of  those  reductions  has  to  go  on.  The  only  way,  in  my  view,  you 
can  justify  the  kind  of  reductions  you  are  talking  about,  is  to  main- 
tain a  proportional  modernization  of  the  very  equipment  that  we 
are  going  to  depend  upon  in  the  end  of  this  decade  or,  probably 
more  realistically,  in  the  first  part  of  the  next  century. 

Let  me  mention  specifically  one  area,  and  I  use  it  as  an  example, 
and  that  is  in  the  area  of  your  rotary  aircraft  procurement.  Now, 
we  are  going  to  cut  it  by  $600  million  in  this  budget,  and  I  under- 
stand that.  The  question  obviously  becomes  whether  or  not  we  are 
going  to  be  able  to  modernize  or  produce  airframes  later  on,  when 
you  are  making  that  kind  of  a  reduction  in  a  critically  important 
area  of  technology  for  our  country. 

In  that  regard,  I  will  ask  the  second  question,  and  that  has  to 
do  with  your  defense  acquisition  reform.  Again,  I  am  impressed  by 
the  fact  that  you  are  really  focusing  on  this,  because  for  too  long 
the  acquisition  process  strangled  some  of  the  very  industries  that 
we  depend  upon  for  our  national  defense,  and  it  is  extremely  dif- 
ficult for  them  to  operate. 

I  think  your  point  of  getting  away  from  defense  industries,  as 
you  talked  about,  expanding  that  concept  to  incorporate  the  Na- 
tional security  needs  as  part  of  the  industrial  base  generally,  is 
critically  important.  What  will  have  to  happen,  if  that  is  going  to 
work,  is  reform  in  the  acquisition  process,  if  we  are  going  to  keep 
that  private  industrial  sector  willing  to  cooperate  and  work  with 
the  National  security  needs  of  the  country. 

I  wonder  if  you  might  just  spend  a  couple  of  minutes  putting 
some  more  flesh  on  these  issues. 

Secretary  Perry.  Yes;  let  me  comment  on  several  of  the  points 
you  made.  First  of  all,  in  the  modernization  program,  in  order  for 
us  to  get  back  to  an  acceptable  level  of  procurement  and  mod- 
ernization of  equipment,  two  things  have  to  happen.  First  of  all,  we 
have  to  stop  the  decrease  in  the  defense  budget  in  the  1998-1999 
period.  In  the  budget  which  I  showed  you  here,  it  did  reflect  that 
we  are  back  to  a  flat,  in  real  terms,  defense  budget  in  1998-99. 

Second,  we  have  to  gain  the  benefits  already  in  1996  and  1997, 
as  well  as  1998  and  1999,  from  some  of  the  overhead  and  infra- 
structure reductions  we  are  making,  the  base  closings,  the  person- 
nel reductions.  The  reason  those  do  not  come  in  until  1997,  1998 
and  1999  is  they  have  up-front  costs  associated  with  them.  If  we 
close  a  base,  it  costs  us  for  the  first  few  years.  We  will  start  to  get 
the  benefits  of  those  in  1996,  1997  and  1998,  and  then  we  will  start 
to  see  the  money  flowing  over  from  those  infrastructure  accounts 
into  modernization.  That  is  going  to  be  a  very  important  benefit. 

On  the  rotary  aircraft,  which  is  a  particularly  important  part  of 
our  industrial  base,  I  did  not  mention  it  specifically  in  my  briefing. 
I  did  say  that  for  tactical  aircraft,  we  are  not  taking  special  meas- 
ures, because  we  have  sufficient  programs  within.  That  is  true  for 
tactical  fighters,  and  it  is  also  true  for  rotary  aircraft,  based  on  cer- 
tain assumptions.  I  think  60  of  the  aircraft  in  that  roughly  120 
that  are  being  procured  in  1995  are  helicopters. 

So  the  problem  in  the  helicopter  base  is  in  the  latter  part  of  the 
decade,  not  in  the  1995-96  time  period,  and  there  we  have  to  have 
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a  combination  of  foreign  military  sales  and  domestic  buying  to  sus- 
tain the  base  to  get  to  the  next  generation  helicopter,  which  is  the 
Comanche.  We  are  committed  to  sustaining  that  industrial  base 
until  we  get  to  the  Comanche.  Whether  or  not  we  will  be  able  to 
do  that  by  the  combination  I  described  to  you  is  not  entirely  clear 
at  this  point.  But  if  it  is  not,  if  we  do  not  get  enough  foreign  mili- 
tary sales,  then  we  will  have  to  increase  domestic  buying  to  that, 
because  it  is  crucial  to  sustain  this  base  up  to  the  point  where  we 
are  into  production  on  the  Comanche  helicopter. 

The  last  point  was  on  defense  acquisition  reform.  The  major 
changes  we  have  to  make  to  keep  this  whole  industrial  base  avail- 
able to  us  first  of  all  is  converting  from  military  specifications  to 
commercial  specifications.  As  long  as  we  require  that  everything  we 
buy  be  built  to  a  unique  defense  specification,  that  precludes  an  en- 
tire industry  segment  out  there  from  selling  to  the  Defense  Depart- 
ment. And  we  do  that  not  only  in  cases  where  it  is  obvious,  like 
with  fighter  aircraft,  but  we  do  it  with  the  components  in  fighter 
aircraft,  like  electronic  chips  that  go  into  them.  It  is  no  longer  nec- 
essary to  do  that,  and  it  costs  us  money  and  it  deprives  us  from 
a  whole  portion  of  industry. 

We  also  do  it  in  common  supply  items  we  buy.  One  of  the  famous 
horror  stories  in  defense  acquisition  is  the  military  specs  for  choco- 
late-chip cookies,  specifying  how  many  chocolate  chips  had  to  go  in 
each  cookie.  It  is  not  just  the  specification  that  is  the  problem,  Sen- 
ator Dodd.  It  is  once  you  make  that  specification,  then  you  have  to 
set  up  a  system  for  certifying  that  it  has  been  met,  somebody  to 
go  out  and  count  the  chocolate  chips,  and  that  is  what  creates  this 
overhead  structure.  When  we  confront  industry  with  those  kinds  of 
specifications,  they  do  not  have  the  provisions  for  making  the  cer- 
tifications. Therefore,  in  too  many  cases  they  simply  do  not  bid  on 
our  programs.  We  have  to  get  rid  of  those  military  restrictions  on 
procurement,  and  I  think  we  will  be  able  to  do  that  in  most  cases. 
I  think  we  will  be  able  to  do  that  with  about  90  percent  of  them. 
That  will  make  a  big  difference  in  and  of  itself. 

Senator  Dodd.  I  appreciate  that.  Let  me  just  mention  one  other 
point,  if  I  can,  Mr.  Chairman. 

Senator  Dirk  Kempthorne  and  I  have  tried  to  come  up  with  some 
ideas  on  the  foreign  sales  approach  and  limiting  it  just  to  NATO 
allies.  I  am  very  reluctant  to  see  us  expand  foreign  sales  of  military 
hardware  to  Third  World  countries. 

I  think  this  fits  with  Senator  Sasser's  point  earlier  about  the  ac- 
quisition of  tactical  missiles  that  are  deployed  in  areas  that  benefit 
our  allies,  but  who  do  not  necessarily  contribute  to  their  defense  at 
least  in  an  immediate  sense.  One  way  we  might  offset  a  bit  of  that 
is  to  try  to  come  up  with  a  creative  approach  on  how  our  NATO 
allies  and  a  few  others  might  be  more  forthcoming  in  terms  of  ac- 
quiring whatever  defense  articles  they  have  through  a  process  that 
would  allow  us  to  be  more  competitive  in  the  selling  to  friends  that 
we  can  trust. 

That  proposal — I  think  we  have  passed  it — is  down  at  the  De- 
fense Department.  Over  the  years,  we  have  been  able  to  get  some 
strong  support  for  it.  We  tried  it  through  the  Export-Import  Bank 
initially,  and  that  ran  into  some  indigenous  hostility.  I  was  able  to 
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get  one  program  through  which  worked  very  effectively,  but  obvi- 
ously it  was  just  for  that  one  particular  sale. 

We  ought  to  take  a  good  look  at  that.  I  think  you  will  find  some 
strong  support  up  here.  If  it  is  done  properly  and  not  seen  as  a  way 
to  expand  to  Third  World  and  developing  countries,  but  limited  to 
those  allies  with  whom  we  have  a  good  relationship.  I  think  you 
would  get  some  strong  support,  assist  in  modernization,  and  offset 
some  of  the  concerns  that  Senator  Sasser  has  raised  about  the 
disproportionality  in  missile  acquisition. 

Secretary  Perry.  That  is  a  very  good  point  and  I  think  you  make 
the  proper  distinction.  We  should  be  very  hard-nosed  about  selling 
weapons  to  nations  that  we  do  not  want  to  have  those  weapons. 

Senator  Dodd.  Absolutely. 

Secretary  Perry.  When  we  have  decided  with  our  allies  if  we  are 
going  to  make  sales  available  to  them,  it  would  seem  to  me  we 
should  be  willing  to  be  positive  about  assisting  those  sales,  and 
what  you  are  describing  is  totally  compatible  with  that  philosophy. 

Senator  Dodd.  Thank  you  very  much,  Mr.  Secretary. 

Secretary  Perry.  Thank  you. 

Senator  Dodd.  Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Dodd. 

Senator  Gregg? 

Senator  Gregg.  Did  you  wish  to  proceed,  Senator  Domenici? 

Senator  Domenici.  No,  that  is  fine.  I  have  a  little  time. 

Senator  Gregg.  Pursuing  this  issue  of  procurement,  let  me  go  to 
a  very  specific  concern  that  I  have,  which  you  may  or  may  not  be 
familiar  with,  Mr.  Secretary,  and  that  is  the  issue  of  the  public/pri- 
vate shipyard  question. 

As  you  may  or  may  not  be  aware,  GAO  has  taken  a  look  at  the 
bid  process  between  public  and  private  yards  and  determined  that 
the  public  yards  are  unduly  prejudiced  by  the  present  allocation  of 
overhead.  Secretary  Dalton  has  said  he  will  review  the  GAO  report, 
but  has  basically  said  it  is  not  a  definitive  document. 

I  guess  my  question  to  you  is  are  you  familiar  with  this  concern 
between  the  public  and  private  yards  and  the  real,  I  think,  legiti- 
mate points  that  the  public  yards  make,  which  is  that  if  you  are 
going  to  have  a  fair  bidding  process  and  get  the  best  price  for  the 
Defense  Department,  the  public  yards  should  be  able  to  participate 
on  a  level  playing  field  with  the  private  yards  and  not  have  a 
misallocation  of  overhead  within  the  system,  which  makes  it  impos- 
sible for  public  yards  to  win  these  contracts? 

Secretary  Perry.  I  am  very  familiar  with  the  problem,  not  only 
with  shipyards,  but  some  of  our  depot  maintenance,  where  we  have 
a  similar  issue.  I  support  the  philosophical  concept  you  describe, 
which  is  getting  a  level  playing  field,  but  I  do  recognize  how  dif- 
ficult it  is  to  do  that. 

Some  people  have  advocated  that  we  ought  not  even  allow  com- 
petition between  public  and  private,  because  of  the  difficulty  of  de- 
termining that  level  playing  field.  We  have  a  detailed  study  of  that 
issue  underway  in  the  Defense  Department  today,  which  I  expect 
to  advise  me  on  how  to  proceed  on  that  problem  in  a  few  months. 
It  is  a  very  complex  problem  and  I  do  not  have  a  simple  solution. 
I  do  recognize  the  importance  of  the  problem  and  the  complexity 
of  the  problem,  and  we  are  looking  very  hard  at  it. 
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Senator  Gregg.  Well,  I  know  the  delegations  of  Maine  and  New 
Hampshire  would  like  to  have  a  chance  to  sit  down  and  talk  with 
you  about  that. 

Secretary  Perry.  I  can  assure  you  that  study  will  be  done  with- 
out any  prejudice  against  public  shipyards  or,  for  that  matter,  the 
public  maintenance  facilities  we  have. 

Senator  Gregg.  You  raise  an  interesting  issue,  which  is  whether 
they  should  be  allowed  to  compete  at  all,  which  gets  to  the  core 
workload.  Do  you  presume  or  expect  that  you  will  be  defining  the 
core  workload  as  a  division  between  the  public  and  private  yards 
in  the  near  term?  And  will  that  definition  occur  before  the  next 
base  closure  round  occurs? 

Secretary  Perry.  That  is  the  fundamental  question  being  consid- 
ered by  this  study  right  now,  which  is  whether  you  should  define 
a  core  workload  and  give  that  to  the  public  yards  on  a  sole-source 
basis,  rather  than  having  them  compete  for  it. 

If,  on  the  other  hand,  the  conclusion  is  we  ought  to  be  competi- 
tive, then  the  burden  is  to  find  a  level  playing  field  which  will 
allow  fair  competition  to  take  place.  Those  are  the  two  issues  that 
we  are  working  on. 

Senator  Gregg.  Well,  you  can  have  a  core  workload  and  then  you 
can  have  competition  for — you  know,  the  core  workload  was  basi- 
cally allocated  to  the  public  yard  and  the  private  yard. 

Secretary  Perry.  Yes;  to  the  public  yard. 

Senator  Gregg.  And  then  you  could  have  competition  for  any- 
thing that  did  not  fall  in  the  core  workload,  and  then  in  that  com- 
petition area  we  would  like  to  see  the  playing  field  be  level.  I  guess 
my  question  is  what  is  your  timeframe  for  making  that  definition 
in  relationship  to  the  base  closure  process. 

Secretary  Perry.  It  will  be  quite  a  bit  before  the  base  closure  de- 
cisions are  made. 

Senator  Gregg.  Is  there  a  month  timeframe  you  can  give  us? 

Secretary  Perry.  I  would  estimate  this  summer. 

Senator  Gregg.  This  summer.  On  a  second  issue,  the  Secretary 
of  State  has  said  that  if  there  is  a  peace  settlement  in  Bosnia,  that 
it  could  take  up  to  25,000  American  troops  as  part  of  the  commit- 
ment, something  which  I  do  not  happen  to  think  is  a  great  idea. 
On  the  budgeting  side,  how  much  is  that  going  to  cost  us?  Have 
you  done  any  preliminary  estimates  of  what  it  would  cost  to  main- 
tain that  type  of  force  or  any  other  force  activity  within  former 
Yugoslavia?  And  how  are  you  planning  to  pay  for  that? 

Secretary  PERRY.  First  of  all,  we  do  not  have  an  estimate  yet  of 
what  force  structure  would  really  be  required,  because  we  do  not 
know,  and  we  cannot  really  do  that  until  we  know  what  sort  of  a 
peace  agreement  is  reached  and  what  functions  are  going  to  be  nec- 
essary for  the  peacekeeping  force.  Therefore,  we  have  not  deter- 
mined a  force  structure  yet  and  we  have  not  determined  a  cost  that 
goes  with  it. 

We  could  do  generic  cost  estimates,  and  whatever  the  amount 
turns  out  to  be,  it  will  be  substantial  and  it  is  not  in  our  budget 
today.  So  we  would  propose  as  part  of  our  consultation  with  the 
Congress  on  the  peacekeeping  forces  to  come  in  with  an  estimate 
of  costs,  and  we  would  be  requesting  a  supplemental  appropriation 
for  that  purpose. 
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Senator  GREGG.  Well,  the  Secretary  of  State  has  used  the  figure 
of  25,000.  Could  you  do  a  run-up  on  costs  of  maintaining  a  25,000 
peacekeeping  force  in  former  Yugoslavia  for  an  extended  period  of 
time,  say  6  months  to  a  year? 

Mr.  Hamre.  Senator  Gregg,  there  are  a  lot  of  uncertainties  that 
go  with  this.  One,  of  course,  is  what  is  the  financing  mechanism, 
is  this  to  be  an  operation  that  is  run  through  the  U.N.,  or  is  it  to 
be  through  NATO.  There  are  different  cost  shares  that  go  with 
each  of  these  and  that  is  a  policy  decision  on  how  it  is  going  to 
flow,  and  it  would  make  a  difference.  We  certainly  could  provide  a 
unique  estimate  on  hypothetical  conditions  of  that,  and  we  have  a 
cost  model  to  be  able  to  do  that.  But  there  would  be  too  many  pol- 
icy questions  that  would  have  to  be  offered  to  us  to  frame  that  de- 
bate in  any  meaningful  way.  We  could  work  with  you  and  your 
staff,  however,  to 

Senator  Gregg.  If  I  gave  you  the  parameters  which  said  6 
months  to  a  year  under  either/or,  NATO  or  U.N.,  25,000  ground 
troops  and  whatever  it  takes  to  support  them,  which  is  the  frame- 
work that  I  think  the  Secretary  of  State  has  mentioned,  could  you 
give  us  a  number  so  we  would  know  what  is  coming? 

Mr.  Hamre.  Sir,  we  have  an  estimating  methodology  that  is 
agreed  to  within  the  department  for  forecasting  purposes.  It  is  de- 
pendent only  exactly  those  kinds  of  assumptions.  The  important 
thing  is  they  would  be  your  assumptions  as  to  what  they  would 
be 

Senator  GREGG.  I  understand  that. 

Mr.  Hamre  [continuing].  And  would  not  be  anything  that  would 
represent  the  department's  commitment  one  way  or  the  other  until 
the  actually  policy  is  worked  out.  But  subject  to  the  Secretary's  di- 
rection, I  would  be  glad  to  work  with  you  in  any  way. 

Senator  Gregg.  I  appreciate  that.  Thank  you. 

Chairman  SASSER.  Thank  you,  Senator  Gregg. 

Senator  Conrad? 

Senator  Conrad.  Thank  you,  Mr.  Chairman. 

I  thank  the  Secretary  for  being  here,  and  I  want  to  welcome  you 
to  the  committee.  I  can  say  I  have  enjoyed  the  meetings  that  we 
have  had  and  the  several  extended  discussions  that  you  and  I  have 
had  with  respect  to  budget  matters  for  this  fiscal  year  and  beyond. 

Mr.  Secretary,  you  indicated  in  your  opening  remarks  that  the 
budget  before  us  follows  the  bottom-up  review.  As  near  as  I  can  tell 
from  my  analysis  and  my  staffs  analysis  of  the  budget,  that  is  true 
with  respect  to  most  parts  of  this  budget,  but  it  is  not  the  case  with 
respect  to  the  bombers. 

In  fact,  I  have  had  this  chart  prepared  which  shows  what  I  be- 
lieve is  a  clear  bomber  gap  between  what  was  identified  in  the  bot- 
tom-up review  and  what  is  provided  for  in  this  budget.  The  bottom- 
up  review  indicates  that  we  need  184  bombers,  B-52's,  B-l's  and 
B-2's.  In  this  budget  for  fiscal  1995,  there  are  126  bombers  which 
have  been  budgeted  for.  That  is  a  difference  of  some  58  bombers. 

General  McPeak,  the  head  of  the  Air  Force,  testified  last  week 
on  the  House  side  that  he  could  not  fight  two  major  regional  con- 
flicts with  the  fiscal  1995  bomber  force.  In  fact,  we  just  got  a  clari- 
fication from  the  Air  Force  this  morning  with  respect  to  the  coding 
of  bombers  in  four  different  categories,  the  combat  coded,  the  train- 
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ing  forces,  the  primary  aircraft  and  the  back-up  aircraft,  as  well  as 
the  test  aircraft.  All  of  those  codings  add  up  to  126  bombers  for  fis- 
cal 1995,  but  the  numbers  that  are  combat  coded  are  only  87. 

The  bottom-up  review  says  very  clearly  we  have  got  to  have  100 
deployable,  which  translates  into  182  to  184.  So  I  am  wondering 
how  you  make  the  assertion  that  this  budget  provides  for  what  is 
called  for  in  the  bottom-up  review  with  respect  to  bombers. 

Secretary  Perry.  It  does  not  with  respect  to  bombers,  Senator 
Conrad.  There  were  three  items  in  the  bottom-up  review  which 
were  unfinished  business  when  we  finished  the  bottom-up  review. 
The  bombers  was  one,  industrial  base  was  the  second,  and  the 
third  I  forget.  But  in  each  of  those  cases  we  concluded  that  during 
the  next  year  we  would  have  to  do  follow-on  studies,  and  essen- 
tially these  studies  would  be  annexes  to  the  bottom-up  review. 

One  of  those  was  the  strategic  force  study,  of  which  the  bombers 
is  a  very  crucial  part.  That  study  is  underway  now  and  it  should 
be  finished  in  a  few  months.  When  it  is  finished,  it  will  become  a 
part  of  the  bottom-up  review.  Until  that  time,  we  cannot  state  that 
this  budget  or  any  budget  conforms  to  the  bottom-up  review  with 
respect  to  bombers. 

So  in  this  1995  budget,  we  made  the  best  estimate  we  could  at 
the  time  we  had  to  put  the  budget  together  as  to  what  the  bomber 
force  would  be.  That  estimate  could  be  overturned  by  the  strategic 
study  in  the  next  few  months.  If  that  happens,  we  will  come  back 
to  the  Congress  and  report  that  different  finding  to  you. 

Senator  Conrad.  Let  me  say,  first  of  all,  I  think  that  it  is  critical 
for  this  country's  defenses  that  we  overturn  what  is  the  budget 
numbers.  I  think  it  would  be  most  unwise,  and  I  think  my  col- 
leagues would  be  very  surprised  to  learn  that  we  are  talking  about 
having  87  bombers  combat  coded  in  this  budget.  We  deployed  just 
in  Desert  Storm  75  B-52's. 

I  am  told  that  for  the  SIOP  that  we  would  need  at  least  32  B- 
52's  held  in  reserve  for  that  purpose.  I  say  to  you  that  when  you 
add  it  up  generously,  when  you  add  up  combat  coded,  which  is  87, 
and  you  add  up  training  forces,  which  are  20,  you  add  up  the  back- 
up aircraft  and  the  test  aircraft,  that  adds  up  to  126  for  fiscal  1995, 
and  that  does  not  meet  the  bottom-up  review  requirements.  It  is 
not  close  to  meeting  the  bottom-up  review  requirements,  according 
to  the  testimony  of  General  McPeak. 

The  other  day  I  had  a  detailed  conversation  with  General  Lowe, 
head  of  the  Air  Combat  Command,  and  he  says  to  mej 
I  can't  fight  two  conflicts  with  the  number  of  bombers  that  are  provided  for. 

Mr.  Secretary,  might  I  ask  if  the  strategic  review  indicates  we 
need  32  B-52's  for  the  hold-back  for  the  SIOP,  would  that  trigger 
a  recommendation  from  you  to  add  to  the  numbers,  to  restore  the 
number  of  B-52's  to  the  level  of  74? 

Secretary  Perry.  If  the  results  of  the  study  which  are  coming  out 
in  a  few  months  indicate  the  need  for  more  bombers,  which  it  very 
well  might,  then  we  would  adjust  our  budget  accordingly  and  we 
would  recommend  to  the  Congress  accordingly. 

Senator  Conrad.  I  appreciate  that,  and  I  think  it  is  terribly  im- 
portant. By  the  way,  we  are  not  talking  about  a  lot  of  money  here. 
We  are  talking  about  $150  million  a  year,  approximately,  to  main- 
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tain  another  27  B-52's.  I  might  add  parenthetically  that  we  could 
fund  27  B-52's  for  5  years  for  the  same  cost  as  building  one  B-2. 

Secretary  Perry.  Let  me  make  one  more  point  which  I  think  is 
very  important,  on  the  issue  that  you  are  raising,  and  that  is  for 
these  B-52's  to  be  effective,  truly  effective  in  conventional  warfare, 
we  have  to  have  improved  munitions  for  them,  and  that  is  an  im- 
portant part  of  it.  They  are  in  the  budget,  but  they  are  not  in  the 
budget  for  the  complete  number  of  volume. 

Senator  Conrad.  For  the  complete  number. 

Secretary  PERRY.  So  we  would  have  to  look  at  the  funding  for  im- 
proving the  armament,  as  well  as  the  funding  to  maintain  the 
bombers. 

Senator  Conrad.  I  understand.  Let  me  say  that  I  do  not  come 
here  just  with  the  suggestion  of  saying  there  is  money  that  is  not 
in  this  budget  currently  that  ought  to  be  here,  without  a  suggestion 
of  how  we  pay  for  it.  I  would  direct  the  Secretary's  attention  to  the 
Milstar  Program. 

I  have  now  visited  with  top  military  officials  and  asked  them 
each  for  their  private  recommendation  with  respect  to  Milstar.  We 
are  talking  about  a  program  that  has  a  total  life  cost  of  $27  billion. 
By  the  way,  we  just  launched  one  and  already  we  have  got  serious 
problems  with  it.  The  satellite  suffers  a  power  loss,  as  one  person 
said,  it  is  running  on  a  spare  tire.  John  Pike,  Federation  of  Amer- 
ican Scientists,  said  he  found  it  curious  that  a  satellite  that  was 
supposed  to  be  able  to  endure  World  War  III  could  not  endure  a 
month  in  space.  He  says  they  are  running  on  a  spare  tire  and  the 
tire  they  just  replaced  turned  out  to  be  rotten. 

I  just  say  I  think  this  committee  and  the  relevant  defense  com- 
mittees ought  to  take  a  very  hard  look  at  this  Milstar  Program. 
Again,  I  have  visited  with  top  defense  officials  who  tell  me  it  is  a 
cold  war  dinosaur,  it  is  way  overbuilt,  over-engineered  for  what  we 
need  for  the  future,  as  a  result  that  costs  far  too  much  and  delivers 
too  little  in  terms  of  communications  capability. 

Mr.  Secretary,  maybe  I  could  get  your  opinion  on  the  record  with 
respect  to  Milstar.  Is  it,  as  it  is  currently  configured,  something 
that  we  could  not  go  back  to  the  drawing  board  on  and  achieve  sig- 
nificant savings? 

Secretary  Perry.  Since  this  is  a  complex  issue,  I  will  be  happy 
to  give  you  a  detailed  answer  for  the  record,  but  I  might  say  that 
already  when  we  put  the  1994  budget  together  and  again  when  we 
put  the  1995  budget  together,  we  looked  rather  extensively  at  the 
Milstar  Program  thinking  that  it  might  be  an  area  of  considerable 
savings  here. 

We  did  not  reach  that  conclusion.  Maybe  our  judgments  were 
wrong.  We  are  certainly  open  to  critique  on  that  area.  But  it  is  not 
because  we  did  not  look  at  it  pretty  carefully.  I  will  be  happy  to 
give  you  a  few-page  description  of  the  rationale  which  led  first  of 
all  to  the  decision  to  reconfigure  the  program,  which  was  done  in 
fiscal  1994,  and,  second,  the  decision  to  maintain  it,  rather  than 
dropping  it  altogether. 

[Tne  following  was  subsequently  supplied  by  Secretary  Perry  for 

the  record:] 

After  a  decade  of  development,  the  first  Milstar  communications  satellite  was  suc- 
cessfully launched  on  February  7,  1994.  As  I  promised  during  my  testimony,  let  me 
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share  with  you  the  rationale  for  our  current  decision  on  the  Milstar  Program — ra- 
tionale based  upon  extensive  Departmental  review. 

The  Milstar  Satellite  System  is  planned  to  provide  operational  forces — especially 
highly  mobile  tactical  units — secure,  survivable,  flexible  communications  on  a  world- 
wide basis.  The  Milstar  System  operates  in  a  previously  unused  portion  of  the  radio 
spectrum — Extremely  High  Frequency  (EHF).  This  attribute  plus  other  design  fea- 
tures, like  advanced  signal  processing  and  crosslinks,  provide  unique  mission  capa- 
bilities. 

The  Milstar  System  supports  a  fundamental  requirement  to  provide  integrated 
connectivity  to  all  theatre  and  tactical  elements  through  a  modernized,  jam-resist- 
ant telecommunications  network  in  support  of  operational  forces.  Milstar  will  satisfy 
many  key  requirements  essential  to  the  military  operations  of  a  power-projection 
force: 

•  Anti-jam:  Milstar  communications  cannot  be  disrupted  by  the  enemy 

•  Interoperability:  Army,  Navy,  Air  Force,  and  Marines — Milstar  will  enable  im- 
mediate communications  between  the  Services 

•  Mobility:  Milstar  terminals  will  move  with  front-line  forces 

•  Covert  Operations:  Communicating  via  Milstar  will  not  compromise  the  location 
of  users  to  enemy  listening  systems 

•  Reachback:  Milstar  will  enable  communications  out  of  theater  without  reliance 
on  foreign-based  ground  relays  vulnerable  to  destruction,  sabotage,  or  host  nation 
policy  restrictions 

The  first  two  Milstar  satellites  will  enable  efficient  synchronization  of  combat 
power  and  are  not  vulnerable  to  enemy  efforts  to  deny  United  States  forces  this  ca- 
pability. As  the  number  of  tactical  ground  terminals  expands;  the  first  two  sat- 
ellites, coupled  with  additional  satellites  to  form  a  complete  constellation,  will  pro- 
vide all  the  above  capabilities. 

With  the  addition  of  satellites  #3  and  beyond,  Milstar  will  add  capability  to  pro- 
vide more  data,  faster  to  combat  commanders.  It  will  also  enable  the  Army  s  Motrile 
Subscriber  Equipment  (MSE)  to  provide  global  communications  to  combat  command- 
ers on  the  move.  No  other  planned  or  existing  satellite  system  can  provide  the  flexi- 
bility and  assurance  of  uninterrupted  communications  available  from  Milstar. 

While  the  Milstar  Program  originally  focused  on  satisfying  needs  identified  at  its 
inception  in  the  early  1980s — providing  secure,  survivable,  flexible  communications 
for  both  tactical  and  strategic  users — the  world  situation  changed  dramatically  and 
so  did  the  scope  and  application  of  the  Milstar  Program.  While  the  threat  of  pro- 
tracted nuclear  war  has  greatly  reduced;  the  threat  of  regional  conflicts  has  risen. 
During  this  time,  the  Milstar  Program  had  been  revised  and  restructured  several 
times  in  conjunction  with  changes  in  force  structure  to  meet  the  changing  threat. 

The  Department  restructured  the  Milstar  Program  extensively  3  years  ago,  at 
Congressional  urging,  to  reduce  costs  and  to  account  for  change  in  the  national  secu- 
rity environment.  Requirements  for  a  classified  payload  were  deleted.  "Heroic"  sur- 
vivability features  envisioned  for  the  cold  war  environment  were  eliminated.  The 
number  of  satellites  and  ground  control  elements  were  reduced  commensurate  with 
the  threat  and  force  structure  reductions. 

A  higher  capacity,  Medium  Data  Rate  or  MDR  payload  was  planned  for  a  second 
generation  Milstar  II  satellite  which  expanded  its  tactical  utility.  This  MDR  payload 
will  greatly  increase  communications  capability  compared  to  the  Low  Rate  (LDR)  ca- 
pability on  the  Milstar  I  satellite — use  of  both  LDR  and  MDR  will  greatly  enhance 
the  utility  of  Milstar  II  satellites  in  a  wide  range  of  future  potential  scenarios.  The 
restructured  Milstar  Program  also  reduced  the  number  of  strategic  terminals  and 
defined  new  mobile  terminals  for  tactical  uses.  It  reduced  program  life  cycle  costs 
by  25  percent,  FYDP  costs  by  30  percent,  and  terminal  costs  by  35  percent. 

The  Department  reviewed  requirements  and  tailored  the  capabilities  of  the 
Milstar  System  to  provide  "flexible"  and  protected  communications  for  mobile 
forces — redressing  many  of  the  deficiencies  observed  during  Desert  Storm  when  U.S. 
ground  forces  outran  their  communications  support.  These  changes  exploited  many 
of  the  new  technologies  integrated  into  the  EHF  packages  on  the  Navy  s  Ultra-High 
Frequency  (UHF)  Follow-On  satellites.  The  Department  also  incorporated  new  tech- 
nologies into  terminal  designs  for  mobile  platforms,  man  portable  and  tactical  appli- 
cations. At  the  time,  the  restructure  program  gained  the  support  of  the  four  prin- 
cipal Congressional  defense  committees  for  reducing  program  costs  and  increasing 
its  tactical  orientation. 

In  1992,  the  Joint  Requirements  Oversight  Council  (JROC)  reviewed  and  ap- 
proved a  detailed  set  of  operational  requirements  based  on  global  military  needs, 
with  special  emphasis  on  how  Milstar  would  support  a  potential  future  South  West 
Asian  theater  conflict.  In  October  1992,  a  Defense  Acquisition  Board  (DAB)  review 
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resulted  in  Departmental  approval  of  the  restructured  Milstar  Program,  its  acquisi- 
tion strategy,  and  the  development  of  the  MDR  payload. 

Affordability  was  one  of  four  principle  criteria  examined  at  the  time — along  with 
requirements,  the  acquisition  strategy,  and  the  program  baseline.  The  Department 
considered  Milstar  Program  costs  against  those  of  the  other  major  defense  acquisi- 
tion programs,  compared  them  to  the  DOD  investment  in  the  forces  it  supported, 
and  assessed  affordability  relative  to  the  overall  DOD  budget.  Over  the  previous  2 
years,  the  Department  had  examined  over  twenty  different  payload  and  architecture 
alternatives,  and  carefully  assessed  the  risk  associated  with  development  of  the 
MDR  payload.  Projected  program  costs  were  further  reduced  during  this  period  bv 
introducing  plans  for  a  smaller,  more  affordable  Milstar  polar  adjunct  to  satisfy  high 
latitude  requirements,  by  reducing  the  number  of  Command  Post  Terminals,  and  by 
deferring  a  requirement  to  integrate  Milstar  terminals  into  a  number  of  airborne 
platforms. 

In  1993  during  the  fiscal  year  1994  budget  review,  the  Air  Force  identified  a  pos- 
sible alternative  approach  for  providing  EHF  communications.  The  concept  included 
a  distributed  architecture  of  EHF  LDR  payloads  initially  located  on  existing  sat- 
ellites— Milstar  I  and  the  Defense  Satellite  Communications  System  (DSCS-III) — 
followed  by  a  transition  to  EHF  LDR  payloads  on  Follow-On  Early  Warning  System 
(FEWS)  satellites  and  separate  MDR  communications  satellites.  While  this  ap- 
proach offered  some  potential  for  cost  savings,  the  Department  found  it  would  not 
satisfy  the  requirements  of  the  Services  and  the  Joint  Staff. 

In  1993,  the  Department  further  scrutinized  MILSATCOM  programs  as  part  of 
the  Bottom  UP  Review  of  military  forces  and  major  defense  programs — consistant 
with  a  military  strategy  focused  on  theater  conflict.  The  review  evaluated  numerous 
alternatives  to  Milstar  while  considering  an  updated  threat  estimate,  operational  re- 
quirements, cost-effectiveness  tradeoffs,  risk,  and  affordability.  The  review  empha- 
sized LDR  an  MDR  capabilities  for  U.S.  tactical  forces.  It  focused  specifically  on  pro- 
viding lower  cost  alternatives  to  the  baseline  Milstar  Program. 

As  part  of  this  review,  a  select  group  of  technical  experts — known  as  the  "Tech- 
nical Support  Group",  headed  by  Dr.  Bob  Everett  with  members  from  MITRE,  Aero- 
space Corporation,  MIT  Lincoln  Laboratories,  and  John  Hopkins  Applied  Physics 
Laboratory — also  reviewed  MILSATCOM  programs.  The  Technical  Support  Group 
recommended  that  the  Department  pursue  a  "cost-constrained"  EHF  system  for  pro- 
tected connectivity  by  limiting  the  size  of  the  communications  payload  so  it  would 
fit  on  a  medium  lift  launch  vehicle  (MLV). 

The  "baseline"  Milstar  Program,  examined  in  the  Bottom  Up  Review,  was  the  pro- 
gram v/hich  was  reviewed  by  the  DAB  in  October  1992.  It  included  launch  of  two, 
nearly  complete  Milstar  I  satellites  in  fiscal  year  1994  and  fiscal  year  1995,  develop- 
ment and  launch  of  nine  Milstar  satellites  in  fiscal  year  1999-2011.  The  review  ulti- 
mately examined  four  principal  alternatives  to  this  baseline — all  with  the  objective 
of  reducing  costs.  All  four  options  would  launch  the  first  two  Milstar  I  satellites. 
All  four  also  included  a  transition  to  a  lower  weight,  lower  cost  EHF  satellite  which 
would  fit  on  an  MLV,  but  delivered  at  different  times.  The  options  were: 

•  Option  1:  Four  Milstar  II  satellites,  followed  by  the  development  and  launch  of 
an  advanced  EHF  LDR/MDR  satellite  not  later  than  fiscal  year  2006 

•  Option  2:  Cancel  Milstar  II  and  replace  it  with  an  MDR  only  EHF  satellite  in 
fiscal  year  2000;  replaced  in  turn  by  advanced  EHF  LDR/MDR  satellite  in  fiscal 
year  2007 

•  Option  3:  Cancel  Milstar  II  and  deploy  an  advanced  EHF  LDR/MDR  satellite 
in  fiscal  year  2003 

•  Option  4:  Similar  to  Option  3,  but  launch  an  advanced  EHF  LDR/MDR  satellite 
in  fiscal  year  2000 

Option  1  was  selected  because  it  best  met  military  requirements  and  provided  the 
most  capability  at  the  earliest  date.  All  other  options  were  higher  risk  and  offered 
the  potential  cost  savings  only  by  deferring  delivery  of  needed  operational  capabil- 
ity. Option  1  represented  the  best  means  of  achieving  that  capability  while  reducing 
long-term  costs.  It  is  the  strategy  we  are  now  implementing. 

The  Bottom  Up  Review  confirmed,  with  independent  technical  assessments,  that 
a  processed  EHF  satellite  system  provides  great  promise  for  meeting  requirements 
to  provide  protected  connectivity  to  mobile  force3.  It  validated  the  Milstar  II  ap- 
proach as  the  lowest  risk,  near  term  solution  and  it  identified  the  need  to  transition 
to  a  lower  cost,  lower  weight  EHF  alternative. 

Transition  to  an  advanced  EHF  system  will  be  technically  challenging.  To  provide 
the  same  capability  of  a  Milstar  II  satellite  an  advanced  EHF  satellite  would  need 
to  reduce  the  payload  weight  from  4400  pounds  to  approximately  1500  pounds  or 
less.  Also,  a  new  antenna  suite  must  be  developed  to  substitute  for  the  23  antennas 
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on  Milstar  II,  but  sized  to  fit  on  a  smaller  satellite.  We  are  continuing  to  search 
for  the  best  approach  to  this  concept.  We  have  begun  an  aggressive  technology  as- 
sessment program  and  have  requested  initial  technology  development  efforts  in  the 
fiscal  year  1995  budget  to  support  a  future  decision  on  an  advanced  EHF  satellite 
design. 

In  implementing  the  results  of  the  Bottom  Up  Review,  we  ultimately  saved  about 
$4  billion  in  life  cycle  costs  and  almost  $1  billion  of  program  cost  in  the  FYDP  over 
the  baseline  program  reviewed  by  the  DAB  in  1992.  While  the  Bottom  Up  Review 
recommended  transition  to  a  smaller,  advanced  EHF  satellite  not  later  than  fiscal 
year  2006 — if  it  is  possible  to  do  so  sooner,  save  more  money,  and  continue  providing 
essential  military  capability  with  acceptable  risk — we  will  certainly  recommend  such 
a  program  to  the  Congress.  The  Department  is  committed  to  fielding  the  most  cost- 
effective,  affordable  program. 

Senator  CONRAD.  If  I  might,  Mr.  Chairman,  let  me  give  one  other 
area  of  potential  savings  that  goes  to  the  hearing  that  we  had  the 
other  day  in  this  committee  under  the  leadership  of  the  Chairman, 
which  I  think  was  a  very  revealing  hearing  with  respect  to  over- 
head and  overruns  and  inappropriate  billings  to  the  Defense  De- 
partment. 

As  you  perhaps  know,  Mr.  Secretary,  the  Chairman  and  I  had  re- 
quested a  GAO  study  to  look  into  this  question,  and  the  testimony 
from  GAO  was  really  quite  revealing  the  other  day.  They  found  in- 
stance after  instance  where  we  are  being  billed,  the  taxpayers  of 
this  country  are  being  billed  for  things  that  have  got  no  relation- 
ship whatsoever  to  the  defense  of  America. 

There  were  six  small  contractors  that  were  audited  at  the  Chair- 
man's and  my  request.  Here  are  the  kinds  of  things  they  found: 
Trips  to  Hawaii,  $135,000;  Jamaica,  over  $100,000,  which  is — you 
know,  being  down  in  Jamaica  to  have  these  business  meetings  ap- 
parently critical  to  the  Nation's  defense,  according  to  these  contrac- 
tors—Bermuda, $50,000;  Mexico,  $49,000;  Grand  Cayman,  $46,000. 

One  of  the  most  shocking  things  was  they  found  one  of  these 
companies  who  had  spent  big  money  going  to  Hawaii.  In  this  audit, 
they  found  that  they  have  just  gone  back  to  Hawaii,  spent  a  quar- 
ter of  a  million  dollars  to  improve  morale  of  their  employees,  stick 
the  taxpayers  with  the  bill,  and  then  we  are  expected  to  accept 
that — $230,000,  I  believe,  and  they  had  gone  over  and  stayed  in 
this  resort  over  in  Hawaii,  a  very  attractive  resort. 

The  Chairman  and  I  were  pleased  to  see  that  in  the  brochure  for 
this  resort,  they  indicated  it  was  the  best  beach-front  value  on  the 
big  island,  so  at  least  they  were  going  after  value. 

I  say  to  you,  these  reviews  have  indicated  there  is  a  substantial 
amount  of  abuse  in  contracting,  things  that  are  being  charged  to 
us  that  should  not  be.  They  did  an  analysis  based  on  the  reviews 
they  have  done  this  far  that  suggested  we  may  be  talking  about  bil- 
lions of  dollars.  In  fact,  they  did  a  back-of-envelope  analysis  and 
comes  up  with,  over  a  3-year  period,  as  much  as  $18  billion. 

I  hope  you  will  look  into  the  reviews  that  we  had  requested  from 
GAO  and  to  pay  special  attention  to  the  testimony  that  came  out 
of  that  hearing,  because  I  think  there  are  substantial  savings  to  be 
derived  from  things  that  are  being  sent  to  the  taxpayers  for  pay- 
ment that  have  nothing  to  do  with  the  National  defense,  T-shirts 
to  improve  employee  morale,  trips,  tickets  to  baseball  games  of 
$8,000,  the  rental  of  a  schooner  at  $10,000,  just  one  category  after 
another. 

I  thank  the  Secretary,  and  I  thank  the  Chairman. 
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Chairman  SASSER.  Thank  you,  Senator  Conrad. 

Senator  Domenici? 

Senator  Domenici.  Thank  you  very  much,  Mr.  Chairman. 

If  I  were  the  Secretary  of  Defense,  I  would  ask  that  the  Defense 
Department  be  able  to  audit  the  GAO.  [Laughter.] 

They  have  never  been  audited.  They  do  not  even  have  oversight. 
But  you  might  find  some  interesting  trips,  Mr.  Secretary.  They 
used  to  have  overseas  offices.  They  have  closed  those  now.  It  is  one 
of  the  fastest  growing  branches  of  legislative  government,  and  we 
find  they  do  10  studies  occasionally  on  the  same  issue,  depending 
upon  who  requests  it.  So  I  think  you  can  survive  their  audit.  You 
ought  to  look  at  those  things  that  are  mentioned.  I  think  it  would 
be  helpful. 

Secretary  Perry.  We'll  look  at  it,  sir. 

Senator  Domenici.  With  reference  to  Mr.  Spinney,  I  thought 
Senator  Grassley  mentioned  you  might  want  to  have  a  hearing 
with  him. 

Chairman  SASSER.  He  mentioned  that,  yes. 

Senator  DOMENICI.  Well,  I  think  we  ought  to  at  least  give  the 
Secretary  equal  billing  with  that  fellow,  if  they  come  up  here.  He 
knows  more  about  it  and  we  can  put  them  right  there  together. 
That  would  be  my  recommendation. 

Mr.  Secretary,  let  me  ask  with  reference  to  the  President's  State 
of  the  Union  Address,  I  quote: 

This  year,  many  people  urged  me  to  cut  our  defense  spending  further  to  pay  for 
other  programs.  I  said  no,  the  budget  I  send  to  Congress  draws  the  line  against  fur- 
ther defense  cuts.  It  protects  the  readiness  and  quality  of  our  forces.  Ultimately,  the 
best  strategy  is  to  do  that.  We  must  not  cut  defense  further.  I  hope  Congress,  with- 
out regard  to  party,  will  support  that  position. 

Mr.  Secretary,  is  it  your  opinion  that  we  should  not  cut  defense 
below  the  levels  you  have  recommended? 

Secretary  Perry.  Yes,  it  is,  Senator  Domenici. 

Senator  Domenici.  If  Congress  cuts  the  defense  budget  below  the 
levels  you  proposed,  would  you  recommend  that  the  President  of 
the  United  States  oppose  those  cuts? 

Secretary  Perry.  We  would  decide  that  on  a  case-by-case  and  a 
cut-by-cut  basis,  if  it  is  entirely  possible,  yes. 

Senator  Domenici.  I  would  hope  in  this  case,  that  as  these  bills 
work  their  way  through  here,  you  know,  this  is  a  rather  arcane 
process.  This  is  not  going  to  come  right  up  and  move  over  to  the 
Defense  Department  and  say  they  are  cutting  $2  billion  out  of  de- 
fense. It  just  sort  of  waffles  its  way  through,  and  I  would  hope  you 
would  be  watching  it,  so  those  of  us  who  want  to  defend  your  budg- 
et are  not  confronted  at  the  end  of  this  appropriation  process  with 
trying  to  bail  something  out  that  we  have  not  received  support 
from  you  on. 

Secretary  Perry.  Mr.  Hamre  and  I  will  watch  it  very  carefully 
and  we  will  be  asking  for  help  many  times  during  the  budget  delib- 
erations. 

Senator  Domenici.  I  appreciate  that.  Mr.  Secretary,  defense 
spending  on  activities  that  do  not  contribute  to  combat  capability 
are  creeping  into  the  budget  and  growing  in  size.  On  your  second 
to  the  last  chart  or  the  last  one,  you  had  $5.7  billion  for  environ- 
mental cleanup. 
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Again,  I  repeat  that  you  have  a  good  environmental  cleanup 
process  going  and  you  have  had  some  very  good  experts  doing  it  for 
the  Defense  Department.  You  are  moving  down  a  very  positive 
trail,  as  I  can  see  it.  But  you  know  we  had  the  same  number  put 
into  the  Department  of  Energy  budget  and  it  turned  out  that  after 
$200  or  $300  million,  it  went  to  $2  or  $3  billion,  and  then  when 
we  got  around  to  actually  estimating  it — you  might  have  heard  it — 
it  was  $300  billion  over  20  years.  Do  you  have  estimates  on  where 
this  $5.7  billion  in  cleanup  may  be  going? 

Secretary  Perry.  No,  I  do  not,  but  I  will  try  to  get  those  for  you. 
I  do  have  a  lot  of  confidence  that  we  are  not  going  to  have  anything 
like  the  kind  of  problems  that  they  had  in  Energy,  because  of  the 
nature  of 

Senator  Domenici.  I  think  it  is  important  that  you  try  to  get  a 
projection  that  is  reasonably  accurate,  because  it  will  come  right 
out  of  readiness  eventually,  because  we  will  fund  that,  because,  as 
you  so  aptly  put  it,  for  the  most  part,  we  almost  have  to. 

So,  how  much  of  the  operation  and  maintenance  budget  is  de- 
voted to  activities  that  do  not  contribute  to  readiness?  Would  you 
give  us  that  for  the  record? 

Secretary  Perry.  I  can  give  you  an  estimate  of  that  right  now. 

Senator  Domenici.  I  would  appreciate  it. 

Secretary  Perry.  We  fortunately  have  our  able  Comptroller  right 
to  my  left  here. 

Mr.  Hamre.  I  had  not  thought  that  was  going  to  be  the  question. 
Sir,  we  have  in  this  budget  about  $2.3  billion  for  environmental 
cleanup  in  the  O&M  account. 

May  I  make  a  point  to  say  that  it  is  very  difficult  for  us  in  the 
department,  when  Congress  made  an  individual  base  commander 
criminally  liable  for  pollution  on  his  base.  This  has  created  fear  in 
the  department  with  installation  commanders  and  is  leading  to  a 
huge  increase  in  the  demand  for  cleanup  activity  and  it  is  a  very 
tough  process  for  us  to  wrestle  to  the  ground. 

Now,  over  the  5  years  I  believe  we  have  in  total  for  all  forms  of 
environmental  work,  not  only  cleanup,  but  reclamation  work,  pre- 
vention work,  as  well  as  research  and  development,  about  $50  bil- 
lion. It  is  a  large  bill.  I  will  get  a  precise  number  for  you,  Senator. 
But  it  is  a  large  claimant  and  a  growing  claimant  and  one  that  we 
really  need  to  work  closely  with  you  to  put  in  perspective  some  of 
these  cleanup  costs.  As  you  know,  in  a  base  closure,  20  percent  of 
our  base  closure  funds  in  this  year's  budget  are  for  cleanup  on 
those  bases. 

[The  following  was  subsequently  supplied  by  Secretary  Perry  for 
the  record:] 

The  fiscal  year  1995  President's  budget  contains  $5.7  billion  for  a  number  of  envi- 
ronmental programs  within  the  Department  of  Defense.  $2.2  billion  is  budgeted  for 
cleanup  of  past  contamination  at  our  active  bases  and  $0.5  billion  is  budgeted  for 
cleanup  at  Round  I,  II,  and  III  closing  bases.  An  additional  $2.2  billion  is  included 
for  compliance  with  current  environmental  laws  and  regulations  necessary  for  daily 
operations  in  carrying  out  our  mission.  $0.1  billion  is  targeted  for  conservation  of 
natural  and  cultural  resources  on  lands  entrusted  to  DOD  and  $0.4  billion  is 
planned  for  pollution  prevention  efforts  that  will  reduce  future  contamination.  An 
additional  $0.3  billion  is  budgeted  for  technology  efforts  that  are  projected  to  pay 
back  the  investment  through  cost  savings  and  improved  efficiencies  in  our  environ- 
mental activities. 


150 

Based  on  our  requirements,  the  Department  of  Defense  anticipates  environmental 
cleanup  costs  to  remain  fairly  steady  through  fiscal  year  2000.  Cleanup  costs  beyond 
that  point  are  anticipated  to  gradually  decline  in  the  years  ahead.  I  have  a  high 
degree  of  confidence  that  we  are  not  going  to  have  anything  like  the  kind  of  prob- 
lems they  had  in  the  Department  of  Energy  because  of  the  different  types  of  clean- 
ups involved.  Most  of  our  cleanup  requirements  are  petroleum,  hazardous  sub- 
stances, and  ordnance,  rather  than  the  radioactive  and  mixed  waste  of  DOE  sites. 

Senator  Domenici.  Frankly,  the  Secretary  hit  it  right,  it  is  not 
necessarily  this  committee.  He  was  closer  to  right  in  giving  us  big 
macro-oversights,  but  obviously  this  is  not  a  small  item,  and  so  I 
ask  about  it.  I  also  want  to  follow  up  by  saying  I  would  be  con- 
cerned about  what  else  besides  environmental  cleanup  is  in  the 
O&M  account  that  does  not  contribute  to  readiness.  There  must  be 
some  other  things. 

Mr.  Hamre.  Sir,  this  tends  to  be  where  people  will  debate  wheth- 
er it  contributes  to — for  example,  we  have  locality  pay  that  we  are 
paying  in  fiscal  year  1994,  the  tail  for  the  locality  pay  is  in  fiscal 
year  the  1995  budget.  Does  that  contribute  to  readiness?  Well,  it 
directly  contributes  to  the  morale  and  well-being  of  the  civilians 
that  we  pay  inside  the  O&M  accounts.  We  could  choose  not  to  do 
that  or  the  government  could  choose,  although  you  did  give  us  the 
locality  pay  last  year.  It  would  be  a  very  direct  morale  impact  for 
our  people.  Whether  that  would  affect  readiness  or  not,  we  would 
have  to  on  an  installation  and  case-by-case  basis. 

Senator  Domenici.  I  had  occasion  the  other  day,  Mr.  Secretary, 
in  a  closed  session — and  this  is  not  closed  information — to  ask  the 
Chairman  of  the  Joint  Chiefs  of  Staff  about  a  summary  of  your  5- 
year  budgeting  for  a  number  of  accounts.  I  am  just  going  to  use  1 
today  for  both  you  and  your  Budget  Director. 

Under  the  heading  of  O&M,  you  have  $92.9  billion  in  1995.  But 
if  I  follow  it  over  5  years,  it  actually  comes  down,  it  goes  to  $88 
billion,  it  goes  to  $88  billion,  $85  billion,  and  then  back  up  to  $90 
billion.  None  reach  as  high  as  the  $92  billion,  almost  $93  billion 
for  1995.  Yet,  we  hear  the  Secretary  say  we  are  increasing  readi- 
ness. 

Mr.  Hamre.  Yes,  sir. 

Senator  Domenici.  Can  you  tell  us  just  generally  what  that  is  all 
about? 

Mr.  Hamre.  Yes,  sir,  if  I  may.  And  if  I  may  specifically  draw 
your  attention  to  the  fiscal  year  1995  to  1996  change  in  O&M,  be- 
cause I  think  that  is  where  you  see  the  biggest  reduction,  it  is  a 
$4.9  billion  reduction  from  1995  to  1996  in  our  O&M  budget.  Now, 
$1.5  billion  of  that  is  not  a  cut  because  it  reflects  a  reduction  relat- 
ed to  one-time  costs  in  fiscal  year  1995;  $1.0  billion  making  up  for 
operating  losses  in  the  Defense  Business  Operations  Fund,  and 
$500  million  is  for  the  overhaul  of  the  Eisenhower.  So  $1.5  billion 
of  the  $4.9  billion  is  one  time  only,  and  taking  it  out  of  the  budget, 
going  to  1996,  has  no  impact  on  readiness  at  all. 

Second,  there  are  three  fundamental  things  that  are  finally  pro- 
ducing savings  in  the  O&M  account  in  the  out-years.  Readiness  ac- 
tivities in  1996  and  the  out-years  are  programmed  at  training  lev- 
els budgeted  for  1995.  But  we  are  finally  generating  savings  in 
three  areas:  one,  we  are  starting  to  see  savings  at  the  base  operat- 
ing level  from  the  first  three  rounds  of  base  closures,  so  this  is  the 
first  year,  in  1996,  that  we  are  seeing  net  savings  occurring.  Sec- 
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ond,  and  as  you  know,  the  Administration  and  Dr.  Perry  has  a  very 
rigorous  proposal  that  I  am  wrestling  with  reducing  civilian  end 
strengths.  We  are  going  to  average  reductions  of  4  percent  and  4.4 
percent  over  the  next  2  years.  So  we  are  starting  to  see  the  effect 
of  personnel  reductions  since  salary  costs  are  a  significant  share  of 
the  O&M  account.  And  then  we  essentially  achieve  the  bottom-up 
force  structure  reduction  by  1995  and  1996.  And  so  the  force  struc- 
ture itself  is  coming  down  one  last  year.  The  $4.9  billion  reduction 
in  O&M,  is  related  to  these  initiatives. 

Senator  DOMENICI.  Mr.  Chairman,  might  I  ask  that  that  be  pre- 
sented to  the  committee  in  a  document  form? 

Mr.  Hamre.  I  would  be  happy  to  do  that,  sir.  I  would  be  pleased 
to  do  that. 

[The  following  was  subsequently  supplied  for  the  record  by  Mr. 
Hamre:] 

A  further  review  of  data  suggests  that  between  fiscal  year  1995  and  1996,  Depart- 
ment-wide O&M  funding  requirements  could  decrease  a  little  over  $4.0  billion.  Such 
a  reduction  would  essentially  be  driven  by  several  major  factors,  none  of  which 
should  adversely  affect  readiness.  First,  the  Department  is  expected  to  reduce  civil- 
ian personnel  levels,  lowering  fiscal  year  1996  requirements  by  about  $1  billion.  Sec- 
ond, the  Department  anticipates  that  BRAC  related  savings  will  increase  to  about 
$1  billion  in  fiscal  year  1996.  Third,  in  fiscal  year  1995,  the  Department  incurs  a 
one-time  O&M  expense  of  about  $1  billion  to  cover  prior  DBOF  losses,  and  a  $500 
million  one-time  expense  to  overhaul  the  nuclear  aircraft  carrier  USS  Eisenhower. 
These  are  nonrecurring  actions  which  means  that  fiscal  year  1996  funding  does  not 
correspondingly  decrease,  in  real  terms. 

A  word  of  caution  is  appropriate  here.  While  the  cited  items  reduce  O&M  require- 
ments in  the  outyears,  we  have  not  yet  conducted  a  detailed  evaluation  of  fiscal  year 
1996  budgetary  requirements.  This  will  be  done  in  the  budget  review  this  fall.  It 
is  possible  that  other  valid  requirements  will  be  identified  which  offset  the  cited  re- 
ductions. 

Senator  Domenici.  I  have  two  questions  that  have  to  do  with 
this  afternoon's  testimony,  and  I  am  just  going  to  submit  them  for 
your  answer.  One  is  to  seek  your  advice  as  to  what  an  $80  billion 
reduction  in  defense  might  do  as  compared  with  what  John 
Steinbrenner,  someone  whom  you  know  quite  well,  I  think,  sug- 
gests we  might  do,  and  the  other  has  to  do  with  suggestions  that 
we  change  the  roles  and  missions  of  the  services  and  how  much 
that  might  save.  So  I  am  just  going  to  submit  them,  and  if  you  will 
answer  them,  I  would  appreciate  it. 

Mr.  Secretary,  I  have  another  question.  On  one  of  those  dia- 
grams, you  suggest  that  one  of  the  new  functions  of  the  Depart- 
ment of  Defense  is  the  defense  conversion  TRP  Program  within 
ARPA.  Mr.  Secretary,  I  truly  urge  that  you  keep  a  very  close  look 
at  that  program.  Any  such  program  is  fraught  with  danger  in  that 
it  is  very  hard  to  truly  affect  defense  conversion  with  grants  and 
trying  to  use  dual  use  technology. 

The  program  is  getting  somewhat  bigger.  You  ought  to  hope  that 
the  economy  continues  to  grow  at  2.7  to  3  percent  for  the  next  6 
or  7  years  because  then  you  can  claim  credit  for  the  TRP  Program, 
which  will  have  little  or  nothing  to  do  with  putting  people  in  jobs 
but,  rather,  the  economy  will  have  everything  to  do  with  it. 

I  think  it  is  fraught  with  political  potential,  who  gets  the  grants, 
who  gets  the  money,  so  they  can  do  the  defense  conversion. 

Now,  I  have  been  a  big  advocate  of  defense  conversion  of  tech- 
nology, and  you  know  that.  But  I  am  very  concerned  when  we  start 
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doing  it  outside  of  institutions  that  exist  and  do  it  in  an  ad  hoc 
way,  depending  upon  what  people  suggest  will  work. 

I  truly  believe  you  do  not  want  to  see  this  money  thrown  away. 
There  will  be  sensational  projects  offered.  I  hope  you  have  some- 
body watching  it  very  carefully  in  terms  of  its  practicalness  as  com- 
pared with  just  spending  money. 

Secretary  Perry.  I  take  your  comments  very  seriously,  Senator 
Domenici.  I  believe  we  have  structured  this  program  in  a  way  that 
we  have  provided  those  safeguards  to  it.  But  we  are  always  open 
to  review  and  criticism. 

Senator  Domenici.  My  last  one  has  to  do  with  a  program  that 
your  predecessor  announced  that  I  congratulate  him  for  and  urge 
that  you  continue  on,  and  that  is  to  make  America's 
counterproliferation  initiative  the  equivalent  of  what  our  integrated 
program  was  to  maintain  our  nuclear  superiority.  I  think  we  main- 
tain superiority  by  charging  the  very  brightest  people  in  America 
with  seeing  that  we  never  were  beat  on  nuclear,  in  terms  of  the 
military,  and  that  we  were  always  on  the  cutting  edge. 

I  think  the  next  issue  of  that  type  is  the  proliferation  of  weapons 
of  mass  destruction.  I  believe  bio  and  chemical  proliferation  is  for 
the  world  what  nuclear  bombs  were.  And  it  is  much  easier  to  detect 
nuclear  devices  than  these  other  two,  but  the  latter  two  are  more 
dangerous  to  humankind  and  are  much  more  available  to  be  used 
in  blackmail  and  all  kinds  of  things.  So  I  hope  that  you  insist  that 
that  program  be  integrated  and  that  the  military  be  right  there 
with  the  specialists  who  develop  the  technology  and  with  the 
Central  Intelligence  Agency  and  their  needs  so  that  we  are  putting 
the  scientists  to  work  on  things  you  really  need. 

Secretary  Perry.  I  share  your  views  on  that,  Senator. 

Senator  Domenici.  Thank  you  very  much. 

Chairman  Sasser.  Thank  you,  Senator  Domenici. 

We  will  turn  now  to  Senator  Boxer.  I  am  advised  the  Secretary 
is  under  a  time  constraint.  He  is  supposed  to  be  at  the  White 
House  at  12:15,  and  obviously  that  is  not  going  to  be  possible. 

Secretary  Perry.  I  am  sorry.  12:30,  sir.  I  need  to  leave  here  at 
12:15. 

Chairman  Sasser.  Well,  we  will  do  our  best. 

Senator  Boxer? 

Senator  Boxer.  Thank  you  very  much,  Mr.  Chairman.  Thank 
you  very  much,  Mr.  Secretary.  I  just  want  to  say  publicly  thank 
you  for  taking  the  job. 

Secretary  Perry.  Thank  you. 

Senator  Boxer.  Now  I  will  stop  my  tough  questioning. 

Mr.  Secretary,  you  yourself  have  said  the  cold  war  is  over,  and 
you  are  going  through  the  budget  to  make  sure  there  is  no  relics 
of  the  cold  war.  But  as  a  member  of  the  Budget  Committee,  I  think 
we  need  to  step  back  and  take  kind  of  a  deep  breath  and  a  big  look 
at  what  we  are  doing.  And  as  I  do  that  with  a  little  help  from  peo- 
ple who  are  more  expert  than  I,  I  have  found  out  that  we  are  going 
to  be  spending  as  much  on  defense  as  the  rest  of  the  world  com- 
bined. 

I  also  find  that  if  you  back  out  our  allies'  spending,  we  are  spend- 
ing twice  as  much  as  the  rest  of  the  world.  So  for  those  of  my  col- 
leagues who  are  expressing  their  grave  concern,  let  me  ask  you 
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this:  Do  you,  first  of  all,  agree  with  that  analysis  that  I  got  out  of 
the  New  York  Times?  And,  second,  are  you  worried  about  this  level 
that  you  are  putting  forward  for  this  committee?  Are  you  concerned 
that  we  are  not  spending  enough? 

Secretary  Perry.  I  cannot  comment  specifically  on  those  num- 
bers, Senator  Boxer.  I  do  not  have  in  my  head  what  the  other  coun- 
tries are  spending.  We  certainly  spend  more  than  any  other  coun- 
try or  any  combination  of  countries  that  I  am  aware  of  for  defense. 
We  have  a  defense  establishment  which  is,  without  question,  the 
best  in  the  world,  the  most  effective  fighting  force  in  the  world  as 
a  result  of  that. 

We  are  bringing  the  budget  down  to  about  a  40  percent  real  de- 
crease since  its  peak  in  the  mid-1980's  because  the  threat  has 
changed,  because  we  can  reduce  our  force  structure.  I  think  that 
is  a  safe  reduction,  and  I  have  supported  that  and  sponsored  it. 
And  we  submit  this  budget  with  those  kinds  of  reductions  in  the 
belief  that  it  will  provide  an  adequate  defense  for  the  United 
States. 

The  one  part  of  this  budget  which  I  am  most  concerned  about 
and  which  I  have  testified  to  several  times  is  the  cut  in  the  mod- 
ernization of  the  procurement  account  is  really  dramatic.  We  have 
reduced  70  percent  from  the  spending  we  were  doing  just  6  or  7 
years  ago.  And  we  can  rationalize  that,  I  believe,  in  terms  of  the 
equipment  coming  into  our  force  structure.  We  are  taking  a  risk  in 
losing  our  industrial  base. 

I  have  taken  several  steps  in  this  program  to  try  to  counter  that 
problem,  but  I  think  that  is  the  most  dangerous  part  of  this  budg- 
et— the  possibility  that  we  will  not  have  an  adequate  defense  in- 
dustrial base  by  the  end  of  the  decade. 

Senator  Boxer.  Well,  let  me  say  in  that  regard  I  think  the  AEPA 
Program  is  a  great  program.  I  disagree  with  Senator  Domenici.  I 
think  when  we  are  looking  at  our  industrial  base  and  how  we  can 
keep  these  dual  use  technologies — because,  Mr.  Secretary,  if  we 
find  a  technology  that  works  in  the  military  and  it  can  be  adapted 
to  civilian  and  you  keep  that  industrial  base  going,  Mr.  Chairman, 
because  you  have  found  new  ways  to  use  it,  such  as,  I  might  say, 
the  Stealth  bus  that  they  are  building  in  Los  Angeles,  where  they 
are  using  the  Stealth  materials.  They  are  using  those  materials  to 
retrofit  bridges. 

We  are  finding  some  incredible  successes  in  this,  and  I  would 
also  say  to  my  colleague — who  is  not  there — that  because  of  the  50 
percent  match,  we  are  not  giving  away  anything  here.  We  are  forc- 
ing the  private  sector  and  the  community  to  put  up  hard  dollars 
and  make  hard  contributions.  So  I  think  one  way  to  keep  that  in- 
dustrial base  going  and  yet  not  become  so  uncompetitive  because 
all  we  are  doing  is  developing  products  to  fight  in  a  war  when 
hopefully  we  are  not  going  to  have  to  fight  in  a  major  war,  we  can 
keep  it  going. 

Also,  because  of  your  time  limitations,  if  I  could  just  make  a  few 
more  comments,  and  then  if  Secretary  Perry  can  respond,  either 
here  or  in  writing,  I  would  appreciate  it,  Mr.  Chairman. 

Let  me  just  say  that  I  found  the  attack  on  the  GAO  to  be  some- 
what bizarre.  If  someone  wants  to  audit  the  GAO,  fine,  I  will  join 
in.  But  to  discredit  an  audit  that  shows  that  taxpayer  dollars  are 
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being  thrown  out  the  window  or,  more  accurately,  into  the  ocean, 
Hawaii  or  wherever,  to  discredit  that  because  you  do  not  like  the 
message  is  ridiculous.  Excuse  me  for  saying  that.  This  is  how  I  feel. 
We  have  to  say,  yes,  there  are  some  contractors  out  there  who  do 
not  treat  the  tax  dollars  seriously.  There  are  others  who  do  who  are 
models. 

And,  Mr.  Secretary,  I  know  you,  and  I  know  you  get  appalled  at 
this.  You  yourself  said  you  are  worried.  You  can  support  this  budg- 
et, but  it  is  on  the  edge  of  what  you  think  it  should  be.  And  I  know 
and  I  am  confident  that  you  are  going  to  move  against  these 
abuses.  And  I  hope  you  will  so  state  because  every  dollar  we  can 
save  that  we  are  not  spending  on  what  I  consider  to  be  false  ex- 
penses or,  shall  we  say,  unallowable  costs,  which  is  the  phrase  I 
used  to  know  when  I  was  really  into  these  procurement  issues,  that 
is  money  that  can  go  into  deficit  reduction. 

Mr.  Chairman,  I  have  had  the  pleasure  of  speaking  to  the  Sec- 
retary about  many  of  the  issues  I  am  concerned  about.  So  rather 
than  take  a  lot  of  his  time,  I  will  conclude  in  this  way: 

As  I  look  over  the  Star  Wars  Program — and  I  still  call  it  Star 
Wars;  I  know  you  have  made  great  strides  to  break  that  program 
down  into  various  aspects — I  still  have  a  great  many  questions 
about  one  of  the  aspects  of  the  program,  Mr.  Chairman,  which  is 
not  the  theater  missile  defense  but  the  National  Missile  Defense 
Program.  It  seems  to  me  we  are  back  where  we  started.  We  are 
putting  $1.2  billion  into  a  program  that,  as  far  as  I  can  tell,  after 
having  the  chance  at  the  Joint  Economic  Committee  to  hear  from 
the  CIA  and  having  the  CIA  say  unequivocally,  out  in  the  open — 
this  is  about  a  year  ago — there  can  be  no  more  threat  from  the  So- 
viet Union  or  a  group  of  nations  in  any  way  that  was  like  the 
threat  we  faced. 

Yes,  there  are  other  threats,  and,  Mr.  Secretary,  I  know  you  are 
getting  us  ready  for  those  other  threats.  But  I  must  tell  you,  as  I 
look  at  that  part  of  the  program,  it  gives  me  great  concern,  and  I 
hope  that  either  in  this  committee  or  further  down  the  line,  we  can 
save  some  dollars,  because  there  are  other  things  we  need  to  do  in 
this  country  now  that  the  end  of  the  cold  war  has  come. 

Last,  in  terms  of  environmental  cleanup  at  bases,  please,  if  there 
is  anything  I  can  do  to  help  you  with  that  liability  problem,  if  we 
do  not  clean  up  those  bases,  we  are  going  to  have  ghost  towns.  We 
are  going  to  hurt  our  country.  And  as  the  President  has  said,  we 
cannot  divorce,  if  you  will,  our  economic  security  from  our  national 
security.  We  cannot  afford  to  have  these  bases  sitting  there  unat- 
tended. 

Thank  you  very  much,  Mr.  Chairman.  I  look  forward  to  working 
with  you  on  these  issues.  Thank  you,  Mr.  Secretary. 

The  Chairman.  Thank  you,  Senator  Boxer. 

Senator  Brown? 

Senator  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  it  is  a  great  pleasure  to  have  you  here.  You  have 
many  admirers.  You  do  not  have  an  easy  job.  There  are  a  great 
many  of  us  who  deeply  appreciate  someone  of  your  intellect  and 
your  ability  being  willing  to  take  this  job.  I  think  it  remains  to  be 
seen  whether  or  not  it  was  your  friends  that  got  you  into  this. 
[Laughter.] 
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Secretary  Perry.  Thank  you,  Senator  Brown. 

Senator  Brown.  The  Army  specifically  strikes  me  as  something 
of  a  challenge  under  the  current  strategy,  as  I  understand  it.  We 
are  committed  to  have  forces  able  to  respond  to  two  major  reason- 
able conflicts  simultaneously. 

How  many  divisions,  Army  divisions,  are  you  looking  at  to  be 
able  to  respond  to  regional  conflicts  simultaneously  under  that  bot- 
tom-up review? 

Secretary  PERRY.  The  total  number  of  divisions  in  the  Army  on 
the  bottom-up  review  would  be  10.  We  now  have  12  Army  divi- 
sions. We  will  over  the  next  few  years  be  going  down  to  a  total  of 
10. 

Senator  Brown.  And  how  will  that  break  down  between 

Secretary  Perry.  That  is  not  counting  reserves. 

Senator  Brown.  So  the  reserves  would  be  in  addition  to  that. 

Secretary  Perry.  The  reserves  will  be  in  addition  to  that.  That 
is  correct. 

Senator  Brown.  Do  you  plan  additional  cuts  in  reserve  forces  as 
well? 

Secretary  Perry.  There  are  some  cuts  in  reserves  as  well;  not  as 
deep  as  the  cut  in  the  active  duty.  But,  more  importantly,  in  the 
reserves  we  are  taking  15,  I  believe  it  is,  brigades  and  figuring 
them  in  a  ready  state  so  that  they  will  be  better  able  to  participate 
in  the  major  regional  conflicts.  So  a  major  change  that  is  incor- 
porated in  this  program  is  improving  the  readiness  of  15  of  those 
brigades  in  the  Army  Reserves. 

Senator  Brown.  How  will  the  breakdown  between  heavy  divi- 
sions and  light  divisions  change? 

Secretary  Perry.  I  do  not  have  that  in  my  head,  Senator  Brown, 
but  I  will  be  happy  to  get  it  for  you  for  the  record. 

Senator  Brown.  I  appreciate  that. 

[The  following  was  subsequently  supplied  for  the  record  by  Sec- 
retary Perry:] 

That  is  a  timely  question  and  we  have  been  aggressively  pursuing  the  answer. 
Faced  with  an  uncertain  future  and  declining  resources  change  is  inevitable.  Heavy 
divisions  are  extremely  expensive  and  light  divisions,  designed  for  low  intensity  con- 
flict require  extensive  augmentation  for  use  in  the  type  of  regional  conflict  we  envi- 
sion. The  Army  is  exploring  its  future  requirements  through  extensive  analysis  in- 
cluding General  Sullivan's  Louisiana  Maneuvers  and  Army  Battle  Labs.  The  prod- 
ucts of  this  process  will  help  us  determine  the  mix  of  Guard,  as  well  as  Active  Divi- 
sions, but  until  they  are  completed  I  cannot  give  you  a  better  answer. 

Senator  Brown.  I  know  you  have  seen  a  lot  with  your  current 
task,  which  is  a  tough  one,  the  speculation  that  the  Army  and  per- 
haps our  other  forces  are  beginning  to  shortchange  the  readiness 
accounts.  The  July  1993  publication  "Inside  The  Pentagon"  esti- 
mated that  less  than  90  percent  of  the  Marine  Corps  equipment  is 
ready  to  go  to  war — probably  a  low  for  the  first  time  in  10  years — 
that  there  is  a  backlog  in  maintenance  categories  that  has  gone 
from  literally  0  up  to  160  million  in  just  the  last  2  years. 

If  you  would,  share  with  us  your  thoughts  as  to  whether  the  arti- 
cle is  accurate  and  how  you  view  the  problem  with  readiness. 

Secretary  Perry.  I  think  that  article  describes  some  of  the  prob- 
lems that  exist  today  in  readiness;  in  particular,  it  highlights  the 
backlog  in  depot  maintenance,  which  is  something  we  can  measure 
quite  accurately  on  a  month-to-month  basis. 
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In  the  1995  budget,  we  have  responded  to  that  in  several  ways, 
but  first  of  all  by  an  overall  increase  in  the  O&M  account  of  about 
6  percent  in  the  face  of  a  7  percent  decrease  in  force  structure.  But 
more  specifically  we  have  increased  the  depot  maintenance  funding 
20  percent  because  of  the  backlog  which  we  have  in  the  depots 
today,  specifically  to  try  to  correct  that  problem. 

More  generally,  Senator  Brown,  the  way  we  have  dealt  with  this 
problem  is  that  when  we  requested  the  Services  to  prepare  the 
1995  budget,  we  stated  in  the  guidance  to  them  that  they  should 
make  readiness  their  first  priority,  and  we  do  see  that  reflected  in 
the  funds  which  they  allocate  to  readiness  in  this  1995  budget.  So 
I  think  there  will  be  a  significant  turnaround  on  some  of  these  is- 
sues where  we  are  seeing  problem  areas  right  now. 

Senator  Brown.  It  is  at  least  my  understanding  that  some  of  the 
peacekeeping  funds  and  other  environmental  cleanup  funds  are 
coming  out  of  the  O&M  account. 

Secretary  Perry.  Well,  the  peacekeeping  funds  come  out  of  the 
O&M  account.  Fortunately,  the  Congress  authorized  a  supple- 
mental appropriation  for  us  of  $1.2  billion,  which  caught  us  up 
with  what  otherwise  would  have  been  a  very  substantial  readiness 
hit  to  all  three  of  the  Services.  So  that  supplemental  appropriations 
was  a  lifesaver  relative  to  readiness. 

Senator  BROWN.  Would  the  reduction,  the  drawing  of  peacekeep- 
ing funds  out  of  this  account  change  the  picture?  In  other  words, 
after  you  subtract  the  peacekeeping  money,  would  you  be  looking 
at  less  money  for  O&M? 

Secretary  Perry.  Well,  it  is  part  of  the  O&M  expenditures  that 
is  not  otherwise  available  for,  say,  training  or  exercises.  You  can 
argue  that  there  is  a  certain  amount  of  training  and  exercise  value 
in  the  peacekeeping  operations  in  and  of  themselves,  but  the  Serv- 
ices and  I  do  not  see  it  that  way.  We  see  that  training  and  exercis- 
ing are  very  specialized  functions.  And  so  they  do  tend  to  detract 
from  readiness  unless  we  can  supplement  those  expenses  with  ap- 
propriations to  get  us  back  to  normal  again. 

Senator  Brown.  I  would  appreciate  it  if  you  can  supply  for  the 
record  an  analysis  of  the  O&M  account,  adjusting  for  the  changes 
in  peacekeeping  funds.  I  realize  that  involves  some  calculations, 
but  I  think  it  would  be  helpful  in  understanding. 

Secretary  Perry.  We  have  the  figures  on  how  much  of  the  1993 
budget,  say,  went  to  peacekeeping,  how  much  of  that  was  covered 
in  supplemental  appropriations,  and  the  net  then,  you  can  reason- 
ably believe,  is  a  decrement  to  readiness. 

Senator  Brown.  I  see  the  light  is  on.  I  simply  would  ask  you  to 
draw  your  attention  to  an  area.  You  have  hired  a  very  outstanding 
scientist  from  Berkeley.  I  did  not  really  know  that  you  Stanford  fel- 
lows went  across  the  bay.  But  Dr.  Smith  is  faced  with  the  chal- 
lenge of  trying  to  deal  with  our  chemical  weapons  and  their  neu- 
tralization and  disposal. 

I  have  been  in  contact  with  him  because  we  have  a  base  that  has 
stored  those  munitions  in  Colorado. 

Secretary  Perry.  Yes. 

Senator  Brown.  Awfully  impressive  person. 

Secretary  Perry.  I  have  a  lot  of  confidence  in  Dr.  Smith. 
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Senator  Brown.  I  did  not  know  if  this  was  simply  revenge 
against  Berkeley  or  not  that  you  are  hiring  him. 

I  wanted  to  draw  your  attention  to  one  aspect  of  it.  He  faces  a 
very  difficult  challenge  because  there  are  some  restrictions  or  dif- 
ficulties in  transporting  those  chemical  weapons  to  sites  where 
they  would  be  incinerated.  The  Congress  further  restricted  your 
ability  to  transport  them — or  study,  I  should  more  precisely  say,  to 
study  the  transport.  One  alternative,  though,  that  I  believe  has 
some  merit  is  the  potential  of  transporting  neutralized  chemical 
weapons,  so  that  instead  of  building  eight  new  incinerators  that 
could  cost  up  to  $1  billion  each,  that  we  would  use  our  existing  in- 
cinerators at  both  by  either  Johnson  Atoll  or  Utah,  Tooele,  Utah, 
and  that  would  be  transported  to  them  will  not  be  chemical  weap- 
ons, active  chemical  weapons,  but  what  would  be  transported  to 
them  would  be  neutralized  weapons. 

The  neutralization  of  it  is  largely  a  function  that  has  to  be  done, 
anyway,  and  so  the  transportation  would  be,  of  course,  far  safer  be- 
cause you  would  not  be  dealing  with  an  active  agent.  But  you 
would  have  a  chance  of  saving  a  dramatic  amount  of  money  in 
terms  of  not  building  eight  duplicate  incinerators.  That,  I  believe, 
is  authorized  to  be  studied,  and  it  strikes  me  it  has  some  potential 
that  I  hope  you  all  will  examine. 

Secretary  Perry.  We  will  look  into  that.  That  is  an  interesting 
idea,  Senator  Brown. 

Senator  Brown.  Thank  you. 

Mr.  Chairman,  I  simply  wanted  to  add  for  the  record  for  Senator 
Domenici,  if  you  would  allow  me,  in  the  questions  over  GAO  fund- 
ing, I  think  his  observation  was  that  the  increase  requested  for 
GAO,  $26  million,  is  greater  than  the  entire  total  budget  of  the 
CBO.  And  I  think  Senator  Domenici's  concern  was  over  the  size  of 
the  increase  of  GAO,  which  does  seem,  at  least  to  this  Senator,  to 
be  somewhat  dramatic. 

Chairman  Sasser.  Thank  you. 

Mr.  Secretary,  thank  you  very  much  for  appearing  here  this 
morning.  I  am  sorry  we  could  not  get  you  out  at  12:15. 

Secretary  Perry.  Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  We  have  done  our  best,  and  I  also  want  to  ex- 
press my  gratitude  to  you  for  taking  this  job  as  Secretary  of  De- 
fense. It  is  an  interesting  turn  of  events  when  we  have  to  express 
gratitude  to  dedicated  public  servants  for  taking  these  very,  very 
important  and  crucial  jobs  for  the  country.  I  think  that  says  some- 
thing about  the  atmosphere  in  which  we  all  have  to  work,  and  it 
says  something  that  I  think  does  not  bode  well  for  the  country.  But 
we  are,  indeed,  grateful  that  a  man  of  your  caliber  and  character 
and  qualifications  would  assume  this  job  as  Secretary  of  Defense. 

The  committee  stands  in  adjournment. 

Secretary  Perry.  Thank  you,  Mr.  Chairman. 

[Whereupon,  at  12:24  p.m.,  the  committee  was  adjourned.] 

WRITTEN  QUESTIONS  FROM  SENATOR  CONRAD  TO 
SECRETARY  PERRY  AND  THE  RESPONSES 

Question.  How  will  the  results  of  the  Nuclear  Posture  Review  (NPR)  be  integrated 
into  the  proposed  bomber  force  structure?  Will  bombers  identified  by  the  Nuclear 
Posture  Review  be  added  to  the  40  B-52s  already  budgeted?  (For  example,  if  the 
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NPR  identifies  a  need  for  40  B-52  bombers  for  nuclear  missions,  will  DOD  request 
40  additional  B-52s?) 

Answer.  The  Nuclear  Posture  Review  is  examining  all  aspects  of  U.S.  nuclear 
force  posture  and  force  structure.  The  results  of  the  NPR  will  include  recommenda- 
tions on  the  number  of  heavy  bombers  that  the  United  States  should  retain  in  its 
future  force.  All  U.S.  heavy  bombers,  including  those  currently  funded  in  the  active 
bomber  force,  are  capable  of  carrying  both  nuclear  and  conventional  weapons.  The 
number  of  heavy  bombers  recommended  by  the  NPR  would  not  be  an  add-on  to  the 
number  of  bombers  already  in  the  total  concept  force,  including  those  now  in  the 
attrition  reserve.  The  B— 52Hs  and  B-2s  already  in  the  force  would  count  against 
the  total  recommended  by  the  NPR. 

Question.  Under  Department  of  Defense  planning,  will  any  nuclear-capable  B— 52 
bombers  be  held  in  reserve  for  a  nuclear  deterrent  mission,  or  will  all  B— 52s  be  uti- 
lized in  a  dual  role? 

Answer.  All  B-52H  bombers  and  all  crews  who  fly  B-52H  bombers  are  capable 
of  delivering  nuclear  and  conventional  weapons.  The  Department  of  Defense  has  not 
designated  any  B-52H  bombers  as  a  nuclear-only  "reserve"  force.  Nevertheless,  if 
B-52Hs  are  needed  during  an  MRC,  some  number  of  aircraft  and  crews  could  be 
withheld  from  the  conventional  conflict  so  that  they  would  be  available  to  maintain 
a  nuclear  deterrent  posture,  if  necessary. 

Question.  If  no  bombers  are  intended  to  be  held  in  nuclear  reserve,  doesn't  this 
reduce  the  credibility  of  the  U.S.  nuclear  deterrent?  In  addition,  if  B-52s  must  be 
recalled  from  a  conventional  conflict  to  go  on  nuclear  alert,  wouldn't  this  cause 
major  problems  in  the  conventional  theater? 

Answer.  Because  all  U.S.  B-52Hs  are  dual-capable,  all  are  a  part  of  the  U.S.  nu- 
clear deterrent  force.  The  fact  that  they  can  also  deliver  conventional  weapons  if 
called  upon  in  an  MRC  does  not  detract  from  their  deterrent  role  or  reduce  the 
credibility  of  the  U.S.  nuclear  deterrent.  These  aircraft  have  always  been  capable 
of  delivering  both  nuclear  and  conventional  weapons;  they  have  been  used  in  con- 
ventional conflicts  in  the  past  (e.g.  Desert  Storm)  without  raising  any  questions 
about  the  credibility  of  the  U.S.  nuclear  deterrent.  The  primary  difference  between 
the  future  and  past  will  be  the  number  of  bombers  we  will  have  available  to  perform 
these  dual  missions.  The  changing  international  security  environment  and  budget 
pressures  have  led  to  a  reduction  in  the  size  of  the  B-52H  fleet.  As  a  result,  bomber 
resources  could  be  strained  if  a  crisis  occurred  that  required  B-52s  to  stand  nuclear 
alert  during  an  MRC.  Under  such  circumstances,  judgments  about  whether  to  with- 
draw bombers  from  an  MRC  would  likely  be  based  on  two  factors:  the  ability  to  use 
other  aircraft  to  accomplish  similar  missions  in  the  MRC  and  the  ability  to  maintain 
a  credible  nuclear  deterrent  with  fewer  bombers  as  a  part  of  the  nuclear  deterrent 
force. 

Question.  Does  the  Department  of  Defense  plan  to  keep  significant  numbers  of  B- 
52s  and  B-ls  "attrttion  reserve"  beyond  fiscal  year  1995? 

Answer.  Bombers  that  are  being  held  in  "attrition  reserve"  have  been  funded  in 
that  status  through  fiscal  year  1995.  The  Department  of  Defense  has  not  yet  made 
any  decisions  about  the  future  of  those  aircraft  beyond  fiscal  year  1995.  Rec- 
ommendations of  the  Nuclear  Posture  Review  will  be  taken  into  consideration  when 
such  decisions  are  made. 

WRITTEN  QUESTIONS  FROM  SENATOR  MURRAY  TO 
SECRETARY  PERRY  AND  THE  RESPONSES 

Question.  Mr,  Secretary,  I  am  aware  of  the  Department's  proposed  plan  for  the 
C-17  and  I  support  the  C-17program.  However,  I  am  also  aware  that  there  is  cur- 
rently a  shortfall  in  airlift.  There  was  a  Wall  Street  Journal  article  to  that  effect 
last  week  and  congressional  testimony  as  well.  Therefore,  I  do  not  understand  why 
the  Department  does  not  begin  acquiring  Non-Developmental  Airlift  (NDAA)  right 
away  to  satisfy  the  current  shortfall,  and  to  supplement  the  final  number  of  C-17 
aircraft  which  may  be  procured.  I  do  not  understand  why  the  Department  intends 
to  wait  until  the  C-17  decision  in  late  1995  before  it  begins  acquiring  NDAA.  Would 
you  please  comment? 

Answer.  The  Department  has  initiated  an  NDAA  acquisition  effort.  However, 
there  are  several  reasons  why  we  have  elected  to  wait  until  the  1995  C-17  Defense 
Acquisition  Board  (DAB)  to  make  a  decision  regarding  NDAA. 

We  need  an  aircraft  like  the  C-17.  Thus  the  Department  of  Defense  entered  into 
a  comprehensive  settlement  with  McDonnell  Douglas  on  the  C-17  program  over  the 
next  2  years.  If  the  C-17  does  not  meet  expectations,  an  alternative  must  be  imme- 
diately available.  To  that  end,  we  have  started  a  streamlined  acquisition  process 
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that  will  lead  to  an  integrated  decision  on  airlift  force  structure  at  the  C-17  Mile- 
stone III  in  November  1995. 

A  decision  now  would  lack  essential  pieces  of  information  necessary  to  define  the 
number  and  type  of  NDAA.  There  is  considerable  risk  in  making  a  hasty  decision 
on  the  NDAA  before  the  airlift  requirement  is  clearly  defined  by  the  Mobility  Re- 

Suirement  Study/Bottom -Up  Review  (MRS/BURU)  and  before  the  C-17  Milestone 
[I  decision  is  known.  This  is  because  the  decision  depends  on  the  requirement  and 
in  part  on  the  eventual  C— 17  inventory,  in  addition  to  the  status  and  final  disposi- 
tion of  the  C-141  fleet.  Further,  we  do  not  know  today  the  extent  of  the  modifica- 
tions that  may  be  needed  to  make  a  commercial  derivative  aircraft  responsive  to 
military  needs. 

Finally,  at  the  C-17  Milestone  III  decision  point,  we  will  better  understand  the 
capability  of  the  C-17.  The  results  of  the  flight  test  program  and  the  reliability, 
maintainability  and  availability  evaluation  will  be  available  along  with  an  assess- 
ment of  the  contractor's  performance  after  the  2  year  probationary  period.  The  num- 
ber of  C-17s  procured  will  directly  impact  both  the  type  and  quality  of  NDAA  re- 
quired. These  points  argue  very  strongly  for  making  the  airlift  force  structure  deci- 
sion early  in  fiscal  year  1996. 

Question.  DOD  has  proposed  eliminating  or  downsizing  several  Army  Reserve 
units  in  the  State  of  Iowa.  It  is  my  understanding  that  some  of  their  duties  will 
be  taken  over  by  reserve  units  and  National  Guard  units  in  other  States. 

Please  provide  me  copies  of  all  economic  analysis  and  cost-benefit  analysis  used 
to  justify  these  decisions.  In  addition,  please  provide  an  estimate  of  the  environ- 
mental costs  of  the  decisions  to  eliminate  or  downsize  Army  Reserve  units  in  Iowa. 

Answer.  The  410th  Infantry  Battalion,  headquartered  in  Iowa  City,  LA,  the  3d 
Battalion,  14th  Field  Artillery,  headquartered  in  Sioux  City,  IA  and  their  augmenta- 
tion cells  are  being  inactivated  as  a  result  of  the  inactivation  of  the  6th  Infantry 
Division  in  fiscal  year  1994.  Both  organizations  where  part  of  the  205th  Infantry 
Brigade  which  was  a  round  out  unit  for  the  6th  ID.  Four  other  Iowa  Army  Reserve 
units  (103d  Headquarters  Headquaters  Company  COSCOM  Augmentation,  366th 
Finance  Support,  4th  Target  Acquisition  Detachment,  and  the  404th  Corps  Area 
Company)  are  being  inactivated  because  their  structure  is  obsolete  and  there  is  no 
requirement  for  them  in  the  warfight.  The  20th  Procurement  Detachment  is  being 
restructured  with  its  higher  headquarters  in  St.  Paul,  MN.  An  economic  analysis 
and  cost-benefit  analysis  are  not  normally  conducted  regarding  elimination  and 
downsizing  of  Army  Reserve  units  when  it  is  part  of  a  force  reduction.  No  facilities 
have  been  identified  for  closure.  An  environment  cost  analysis  is  not  routinely  con- 
ducted in  this  case. 

The  989th  Detachment,  Air  Ambulance  in  Ft.  Des  Moines,  IA  is  the  only  unit  in 
Iowa  migrating  to  the  National  Guard  as  a  result  of  the  offsite  agreement.  GAO  is 
currently  conducting  an  audit  regarding  the  Reserve  Component  restructuring.  The 
results  should  provide  answers  to  questions  pertaining  to  this  unit. 

Question.  The  President's  Defense  Budget  includes  $300  million  for  peacekeeping. 
What  is  your  view  of  the  Pentagon's  role  in  peacekeeping,  and  what  are  the 
longterm  budget  implications? 

Answer.  The  Department  of  Defense  strongly  supports  the  Administration's  policy 
that  the  United  States  must  be  willing  to  act  to  preserve  peace  and  stability  when 
such  action  advances  or  protects  our  interests.  The  primary  mission  of  our  armed 
services  is  to  be  a  trained  and  ready  force  than  can  fight  and  win  our  Nation's  wars. 
Nonetheless,  the  Department  of  Defense  also  has  a  role  in  supporting  efforts  to  con- 
duct effective  multilateral  peace  operations  and,  when  it  is  in  our  interest,  to  be  pre- 
pared to  participate  directly  in  these  operations. 

As  you  know,  under  the  new  peace  operations  policy,  commonly  referred  to  as 
"shared  responsibility",  DOD  will  have  lead  management  and  funding  responsibility 
for  UN  Chapter  VI  peacekeeping  operations  in  which  U.S.  combat  forces  are  in- 
volved, and  all  UN  Chapter  VII  peace  enforcement  operations.  The  State  Depart- 
ment will  have  responsibility  for  Chapter  VI  operations  which  do  not  involve  U.S. 
combat  units.  This  approach  seeks  to  apply  the  traditional  delineation  of  respon- 
sibility between  the  State  and  Defense  Departments  to  peace  operations,  dividing 
management  and  funding  responsibilities  on  the  basis  of  whether  the  operation  in- 
volves U.S.  troops  or  likely  military  engagement. 

Under  "shared  responsibility",  the  $300  million  you  mentioned  in  your  question 
will  be  used  to  pay  DOD's  portion  of  our  UN  assessment  for  peacekeeping  in  fiscal 
year  1995.  In  the  out-year,  the  Department  of  Defense  will  budget  for  UN  peace- 
keeping assessments  as  we  have  done  in  our  fiscal  year  1995  budget  request.  We 
anticipate  as  well  that  our  support  of,  or  participate  in,  peacekeeping  operations  will 
result  in  additional  costs,  and  that  we  will  seek  Congressional  support  for  the  use 
of  Supplemental  Appropriations  to  cover  the  incremental  costs  of  contingency  oper- 
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ations.  At  present,  this  is  the  best  financing  method  for  providing  an  element  of  pro- 
tection for  the  readiness  funding  appropriated  by  Congress  in  the  operations  and 
maintenance  accounts.  Congressional  support  of  the  fiscal  year  1994  Emergency 
Supplemental  was  extremely  important  in  establishing  this  funding  method,  and  we 
will  continue  to  use  this  as  our  precedent. 

Question.  Mr.  Secretary,  from  your  perspective,  what  is  the  risk  associated  with 
a  comprehensive  test  ban  with  respect  to  our  nuclear  weapons  stockpile? 

Answer.  The  United  States  will  need  to  ensure  that  our  nuclear  deterrent  remains 
unquestioned  under  a  comprehensive  test  ban.  Since  we  will  not  carry  out  any  nu- 
clear weapon  test  explosions,  we  will  need  to  explore  other  means  of  maintaining 
confidence  in  the  safety,  reliability,  and  performance  of  our  nuclear  weapons.  To  this 
end,  the  Department  of  Energy  is  pursuing  a  stockpile  stewardship  program  which 
includes  stockpile  surveillance;  experimental  and  research,  development  and  engi- 
neering programs;  and  maintenance  of  a  production  capability  to  support  these  ef- 
forts. 

Question.  How  does  Defense  Department  define  Counterproliferation,  and  what 
exactly  would  be  included  here? 

Answer.  The  Defense  Counter-proliferation  Initiative  (DCI)  has  two  fundamental 
goals: 

•  To  strengthen  DOD's  contribution  to  government-wide  efforts  to  prevent  the  ac- 
quisition of  nuclear,  chemical,  and  biological  weapons,  and  their  means  of  delivery 
in  the  first  place  or  reverse  it  diplomatically  where  it  has  occurred.  DOD  contributes 
through  marshaling  its  unique  technical,  military,  and  intelligence  expertise  to  im- 
prove arms  control  compliance,  export  controls,  inspection  and  monitoring,  interdic- 
tion of  shipping  for  inspection,  during  periods  of  crisis,  and  otherwise  strengthening 
the  norms  and  incentives  against  acquisition  in  the  first  place. 

•  To  protect  U.S.  interest  and  forces,  and  those  of  its  allies,  from  the  effects  of 
WMD  in  the  hands  of  hostile  forces  through  assuring  that  U.S.  forces  have  the 
equipment,  doctrine,  training,  and  intelligence  to  confront  an  opponent  with  WMD 
on  some  future  battlefield  should  that  prove  necessary. 

Question.  What  are  the  cost  estimates  associated  with  DOD's  approach  to 
counterproliferation? 

Answer.  First  it's  important  to  understand  that  those  things  underway  in  the  De- 
partment to  support  counterproliferation  are  not  represented  anywhere  as  one  mon- 
olithic line  item.  Counterproliferation  is  not  a  single  project  the  Department  is 
doing,  but  is  better  described  as  a  mission  the  Department  has  developed  to  meet 
the  need  to  protect  U.S.  forces  who  deploy  to  regions  where  proliferation  of  weapons 
of  mass  destruction  has  occurred.  The  closest  we  come  to  identifying  specific  funds 
are  those  to  support  OSD  Policy  and  Acquisition  in  the  President's  budget  for  fiscal 
year  1995  (see  attached)  where  $30.31  million  is  carried  as  a  subactivity  in  the 
Washington  Headquarters  Service's  account.  Let  me  emphasize,  this  $30  million  re- 
quest, entitled  DOD  Counterproliferation  Implementation  Support,  should  not  be 
seen  as  encompassing  everything  DOD  is  doing  in  counterproliferation.  The  Serv- 
ices, as  well  as  organizations  like  the  Ballistic  Missile  Defense  Office  all  have  activi- 
ties underway  that  contribute  to  DOD's  counterproliferation  mission.  The  $30  mil- 
lion Bhould  be  viewed  as  funds  that  complement  Service  and  Agency  efforts.  For  ex- 
ample, in  support  of  the  Counterproliferation  Acquisition  Strategy,  it  would  fund 
proof  of  concept  studies  leading  to  Advanced  Concept  Technical  Demonstrations,  and 
the  costs  associated  with  supporting  DOD's  counterproliferation  acquisition  working 
groups  that  are  developing  specific  technology  proposals  in  the  area  of  counterforce, 
active  defense,  passive  defense,  and  command,  control,  communications,  and  intel- 
ligence. That's  the  type  of  work,  and  a  lot  more,  that  this  $30  million  is  designed 
to  facilitate. 
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I.  Narrative  Description! 

The  proliferation  of  weapon*  of  mas*  destruction  (WMD)  and  their  Mini  of  delivery  la  on*  of 
the  major  threats  facing  the  United  States  and  Its  allien.   The  Department  of  Defense 
contributes  to  the  full  rang*  of  US  efforts  to  combat  proliferation,  Including  diplomacy, 
arms  control,  export  control,  and  Intelligence  collection  and  analyala,  but  place*  particular 
amphasla  on  assuring  that  US  force*  and  Interest*  are  protected  should  the  US  confront  en 
adversary  armed  with  HMD.   To  focus  DoD'*  unique  expertlae  to  enhenoe  the  effectiveness  of 
Unites  Stste*  global  counterprol  If  eratj.on  activities,  the  Department  has  launched  the  Defense 
Counterprollferatlon  Initiative  (DCI).   The  DCI  recognises  the  preeminent  goal  of  preventing 
proliferation  of  WHO  and  their  delivery  systems,  while  at  the  earn*  time  recognising 
proliferation  will  occur,  and  the  US  must  continue  and  expand  preparations  to  protect  forces, 
interests,  and  allies  threstened  by  proliferatora.   To  eupport  the  prevention  mission  within 
the  DCI,  the  Department  requested  legislative  authorities  to  expand  participation  in 
international  efforts  to  detect  and  monitor  chamloel  and  biological  weapon,  and  delivery 
system  proliferation  as  wall  as  nuclear  weapon  proliferation.   The  DCI  protection  mission 
conslats  of  five  elements!  organising  for  the  new  mission,  reviewing  technologies  and 
acquisition*  to  support  the  new  mission,  planning  how  we'll  fight  wars  involving 
proliferatora  differently,  operatlonallzing  out  intelligence  capabilities,  and 
internationalizing  our  protactlon  sf forts.   The  funds  requested  support  the  implementation  of 
the  Defense  Counterprollferatlon  Initiative,  and  facilitate  leveraging  on-going  DoD  programa 
contributing  to  counterproliferetlon  activities.   The  dangers  posed  by  proliferation  require 
the  US  to  continue  to  use  the  full  range  of  political,  economic,  and  military  toola  to 
prevent  proliferation  while  at  the  same  time,  undertaking  the  security  preparatlona  needed  to 
deal  effectively  with  the  military  threat  stemming  from  WMD  proliferation. 

In  FY  1994,  the  Departments  support  of  the  DCI  is  aligned  In  accordance  with  provision*  and 
authorities  under  Title  XVI  of  the  National  Defense  Authorization  Act  for  FY  1994,  as 
amended.   The  Department  plans  to  fund  up  to  $20  million  for  th*  prevention  and  protection 
missions  of  the  DCI.   These  funds  will  directly  support  the  Assistant  Secretary  of  Defenee 
for  Nuclear  Security  and  Counterprollferatlon  aa  ha  provldea  strategic  vision  and  policy 
direct  for  the  implementation  of  the  DCI.   The  cornerstone  of  the  DCI  protection  mlaslon  is 
our  preparation  efforts  for  DoD 'a  Counterprollferatlon  Acquisition  Strategy,  which  la  under 
development  for  the  FY  96  POM  submittal.   DoD  will  accomplish  studies  and  analysis  to  lay  the 
policy  foundation  for  support  of  the  counterprollferatlon  acquisition  working  groups  for 
activa  defense,  passive  defense,  counterforce,  and  command,  control,  communications  and 
Intelligence.   For  the  DCI  prevention  mission,.  DoD  plana  to  continue  and  expand  its  inspection 
and  monitoring  programs  in  support  of  UNSCOM  and  UN  Resolutions  for  facilitating  the 
destruction  of  Iraq'a  WMD  and  accomplishing  long  term  monitoring  of  facilities  and  equipment 
related  to  the  development,  production,  and  employment  of  WMD.   Additionally,  these  funds 
will  support  export  control  aaalatance  in  reqlona  of  concern  beyond  the  Former  Soviet  Union. 
An  aggressive  study  will  be  launched  to  explore  ways  to  enhance  our  ability  to  block  export 
of  sensitive  goods  to  potential  proliferatora,  even  aa  theae  gooda  are  achieving  wider 
commercial  availability. 

In  FY  1995,  the  Department  will  build  on  the  policy  foundation  for  supporting  DCI's 
protection  snd  prevention  missions  by  Initiating  proof  of  ooncept  studies  leading  to  Advanced 
concept  Technical  Demonstrations  (ACTDa).   Theae  atudiaa  will  focus  on  redreeslng  military 
capability  shortfalls  thus  permitting  US  forces  to  operate  effectively  In  a  HMD  environment. 
These  funds  will  alao  support  acquisition  studlaa  and  the  building  of  analytical  toola  to 
keep  US  technology  Initiatives  ahead  of  the  proliferation  breakthroughs  resulting  from  the 
greater  commercial  availability  of  relevant  technologiea  and  know-how  to  proliferatora.   To 
continue  the  Department's  support  of  prevention  initiatives,  DoD  will  fund  detection, 
monitoring,  and  elimination  programa  targeting  the  proliferation  of  nuclear,  chemical,  and 
biological  weapona  and  their  means  of  delivery.   DoD  will  continue  the  study  program  launched 
in  FY  1994  for  enhancing  US  abilities  to  block  export  of  sensitive  goods  to  proliferatora. 

II.  Description  of  Operations  Financed i 

The  following  programs  snd  related  studies  will  ba  aupported  In  FY  199S: 

(1)   Counterprollferatlon  Acquisition  strategy  implementation  eupport. 


(ACTDS) 


(a)   Proof  concept  atudiaa  leading  to  Advanced  Concept  Technical  Demonstrations 


(b)   Support  to  counterprollferatlon  acquisition  Implementation  working  groups  for 
active  defense,  passive  defenee,  counterforce,  and  command,  control,  communications,  and 
Intel  1 igence . 

(2)   Activltiea  of  the  United  Natlona  Special  Commlasion  on  Iraq  (UNSCOM). 
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Detail  by  Subactivity  Croup:   DoD  Countarprol  lfantlan  Implementa tlon  Support 

II.    Description  of  Operations  financed  fCon't); 

(a)  Aerial  surveillance,  technical  expertise,  and  logistics  support. 

(b)  Assistance  in  detecting  through  air  sampling  and  other  Beans,  clandestine  Iraqi 
efforts  to  produce  chemical  agent  or  precursor. 

(c)  Assistance  in  the  establishment  of  a  country-wide  casters  surveillance 
capabilities  to  monitor  Iraq's  key  dual  use  faoilltles  capable  of  producing  HMD. 

(d)  Analyses  of  samples  taken  to  verify  Iraqi  compliance  with  UN  Reaolution  71S. 

(e)  Chemical  weapon  and  ballistic  silsslla  destruction. 

(f)  Nuclear  material*  control  and  removal. 

(3)  Safeguard  progress  of  the  International  Atomic  Energy  Agency. 

-  Equipment  for  speolal  and  other  non-routine  activities  (e.g..  Gamma -Ray  end 
neutron  detection  equipment,  radiation  monitors,  and  containment  end  surveillance  equipment!. 

(4)  Development  of  effective  export  control  systems  in  Eastern  Europe,  the  Baltic 
States,  South  Americe,  the  Middle  East,  East  Africa  and  the  Pacific  Rim. 

-  Training,  technical  assistance,  and  prevision  of  equipment  to  assist  in  the 
development  of  Indigenous,  multi-purpose  export  control  programs. 

(5)  Support  for  threat  reduction  programs  to  include  destruction  and  elimination  of 
WHO  and  their  delivery  systems  in  Eastern  Europe  and  other  areas  of  the  world  outside  the 
Former  Soviet  Union  as  required. 

-  Destruction,  dismantlement,  and/or  elimination  of  WMD  and  missile  delivery 
systems  including  launchers  and  support  equipment. 

(6)  Related  studies  and  analyses. 

(a)  implications  for  the  prevention  and  proteotlon  missions  of  the  Defense 
Counter-proliferation  Initiative  of  widespread  availability  of  previously  controlled  sensitive 
technologies  and  know-how. 

(b)  Assessment  of  political,  technological/economy,  and  military  dynamics  within 
regions  where  proliferation  is  occurring,  how  proliferation  affects  stability  within  the 
region,  end  how  DoD  could  buttress  regional  stability  aa  affected  by  WMD  proliferation. 

(c)  Analysis  of  waya  to  enhanoe  our  ability  to  block  export  of  sensitive  goods  to 
countries  of  concern  through  e  better  understanding  of  black-market  activities,  technology 
chokepolnts,  limits  on  availability  of  weapon-usable  fissile  material,  Implications  of 
availability  of  technology  spin-offs  from  space  launch  programs,  ate. 


III.   Financial  Summary   fOtM:  S  In  Thousands): 


A.   Subactlvltv  Group: 


Budget 
FY  1993    Baaufifii 


FY  199< 


Appropriated 


Current 
EatlMtt 


FY  199S 

Budget 
Request 


DoD  Counter- 
proliferation 
Implementation  8upport   0 

b.  Reconciliation  8un«MrYi 


Baseline  Funding 
Price  Change 
Program  Changes 

Current  Estimate 


Change 
FY    1««4/1«94 

0 

0 

0 

0 


30,110 
Change 

FY  im/i»s 

0 

0 

30,110 

30,310 
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Question.  What  new  capabilities  does  counterproliferation  imply? 

Answer.  The  best  way  to  answer  this  question  is  in  the  context  of  the  Bottom- 
Up  Review,  and  our  Desert  Storm  experiences  with  the  four  aspects  of  proliferation; 
nuclear,  chemical,  and  biological  weapons,  and  their  means  of  delivery. 

First,  the  Bottom-Up  addressed  remaking  U.S.  forces  to  maintain  our  unmatched 
conventional  capability.  Because  proliferation  of  weapons  of  mass  destruction  and 
their  means  of  delivery  threaten  this  conventional  superiority,  the  DCI  was  insti- 
tuted to  ensure  our  commanders  are  equipped  to  effectively  oppose  a  WMD-equipped 
opponent. 

This  need  to  support  our  commanders  better  was  brought  home  to  us  in  Desert 
Storm.  Even  though  that  conflict  had  a  very  satisfactory  outcome,  we  encountered 
some  surprises  that  in  different  circumstances  could  have  made  the  outcome  much 
less  satisfactory.  First,  we  discovered  a  larger  and  fundamentally  different  nuclear 
program  than  our  assessment  had  originally  led  us  to  believe.  Second,  when  we  con- 
sidered attacking  stored  biological  agent,  we  learned  how  little  we  knew  about  the 
collateral  consequences  of  such  an  attack.  Third,  we  learned  how  quickly  the  mili- 
tary ineffective  SCUD,  could  divert  significant  military  capability  for  due  to  the  po- 
tential for  dire  political  consequences. 

Just  from  these  examples  you  can  begin  to  understand  the  need  for  different  and 
expanded  battlefield  and  theater  intelligence  regarding  WMD.  The  need  to  be  able 
to  strike  deeply  buried  targets,  and  mobile  SCUD  launchers  are  just  two  other  ex- 
amples in  our  things  to  do  category.  As  we  continue  to  assess  our  existing  capabili- 
ties against  requirements  to  protect  our  forces  from  WMD,  additional 
counterproliferation  capabilities  will  emerge. 

WRITTEN  QUESTIONS  FROM  SENATOR  DOMENICI  TO 
SECRETARY  PERRY  AND  THE  RESPONSES 

Question.  How  many  divisions  does  DOD  require  for  a  MRC-East  (e.g.  the  Persian 
Gulf)  scenario?  How  many  divisions  does  DOD  require  for  a  MRC-West  (e.g.  Korea) 
scenario?  Given  the  presumption  of  near  simultaneous  scenarios,  is  there  a  shortfall 
between  the  requirement  for  Army  divisions  and  the  10  divisions  planned  under  the 
Bottom-Up  Review? 

Answer.  The  Bottom-Up  Review  (BUR)  analysis  indicated  that  each  of  the  two 
MRCs  could  be  won  with  four  or  five  active  Army  divisions  working  in  concert  with 
the  U.S.  Air  Force,  U.S.  Navy,  U.S.  Marine  Corps  and  forces  from  regional  friends 
and  allies.  This  analysis  assumed  that  certain  critical  enhancements,  such  as  pre- 
ferred munitions  and  increased  strategic  air  and  sealift,  existed  and  were  available. 
Hence,  in  the  expected  cases,  10  active  Army  divisions  are  sufficient  to  meet  the 
two  MRC  requirements. 

Nevertheless,  should  an  MRC  require  more  forces  than  we  expected,  we  have  built 
in  hedges  to  deal  with  this  contingency.  The  BUR  postulated  that  each  MRC  could, 
in  the  adverse  case,  require  up  to  an  additional  two  divisions.  If  two  adverse  case 
MRCs  occurred  at  the  time,  the  requirement  would  be  for  12  to  14  divisions.  The 
BUR  acknowledged  that  the  U.S.  must  be  ready  to  meet  the  unexpected  by  provid- 
ing for  15  enhanced  readiness  combat  maneuver  brigades  in  the  Army  National 
Guard,  each  of  which  could  be  combat  ready  90  days  following  its  respective  call- 
up  date.  These  15  brigades  translate  into  five  division  "equivalents" — more  than 
would  be  needed  even  if  two  adverse  MRCs  occurred. 

As  a  result,  we  are  confident  that  the  Army's  10  active  divisions,  coupled  with 
the  15  enhanced  readiness  brigades  from  the  Army  National  Guard,  will  be  capable 
of  meeting  the  requirements  of  the  two  MRC  strategy. 

Question.  What  is  the  programmed  strategic  lift  requirement  under  the  Bottom- 
Up  Review?  Is  a  shortfall  projected  in  lift  requirements?  If  so,  when  will  the  short- 
fall be  closed? 

Our  plans  call  for  substantial  enhancements  to  our  strategic  mobility — many  of 
which  were  first  identified  in  the  1991  Mobility  Requirement  Study  (MRS).  First, 
we  will  continue  the  program  to  procure  and  deploy  the  C-17  airlifter  to  replace  our 
aging  C-141  transport  fleet.  While  we  will  continue  to  monitor  the  troubled  C-17 
program  closely,  we  nonetheless  require  modern,  flexible  airlift  capacity  to  be  able 
to  execute  our  defense  strategy.  The  Defense  Acquisition  Board  agreed  to  purchase 
40  C-17s  through  fiscal  year  1996,  taking  the  program  through  initial  operational 
capability.  A  decision  on  further  procurement  of  C-17s  or  an  existing  wide-body 
military  or  commercial  cargo  aircraft  is  dependent  upon  contractor  and  aircraft  per- 
formance through  flight  test  and  reliability,  maintainability,  and  availability  assess- 
ment. 

Second,  we  plan  to  store  a  brigade  set  of  heavy  Army  equipment  afloat;  the  ships 
carrying  this  material  would  be  prepositioned  in  areas  from  which  they  could  be 
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sent  on  short  notice  to  either  the  Persian  Gulf  or  Northeast  Asia.  Other  proposition- 
ing initiatives  such  as  prepositioning  additional  Army  heavy  forces  would  accelerate 
the  arrival  of  heavy  Army  units  in  Southwest  Asia  and  Northeast  Asia. 

Third,  we  will  increase  the  capacity  of  our  surge  sealift  fleet  to  transport  forces 
and  equipment  rapidly  from  the  United  States  to  distant  regions  by  purchasing  ad- 
ditional roll-on/roll-off  ships. 

Fourth,  we  will  improve  the  readiness  and  responsiveness  of  the  Ready  Reserve 
Force  (RRF)  through  a  variety  of  enhancements.  Finally,  we  will  fund  various  efforts 
to  improve  the  "fort-to-portf  flow  of  personnel,  equipment,  and  supplies  in  the  Unit- 
ed States. 

However,  significant  changes  have  occurred  since  the  MRS  was  first  published  in 
January  1992.  Most  of  these  changes  have  resulted  from  the  comprehensive  review 
of  U.S.  defense  strategy,  force  structure,  modernization,  infrastructure,  and  founda- 
tions conducted  in  the  BUR.  Other  changes  have  resulted  from  major  airlift  and  sea- 
lift  program  acquisition  delays  and  decisions.  As  a  result,  the  Joint  Staff  is  begin- 
ning a  year-long  study  to  update  the  MRS  to  ensure  that  currently  programmed  lift 
is  adequate  to  support  our  strategy,  particularly  our  ability  to  fight  and  win  two 
nearly  simultaneous  MRCs. 

Question.  The  Congressional  Budget  Office  testified  before  the  Budget  Committee 
on  March  9,  1994.  Their  testimony  dealt  with  "Options  for  Reconfiguring  Service 
Roles  and  Missions."  In  that  testimony  they  present  options  for  changing  the  divi- 
sion of  labor  among  the  services.  These  options  are  presented  in  Table  3  of  then- 
prepared  testimony. 

Please  comment  on  the  advisability  of  adopting  each  of  these  options,  as  well  as 
the  projected  budget  savings. 

Answer.  The  Congressional  Budget  Office  (CBO)  study  on  "Options  for 
Reconfiguring  Service  Roles  and  Missions"  outlines  a  number  of  alternatives  propos- 
als for  changing  the  assignment  of  Service  roles  and  missions.  The  study  further 
links  changes  in  roles  and  missions  directly  with  reductions  in  force  structure  and 
associated  costs  savings.  The  CBO  study  recognizes  that  each  of  the  identified  alter- 
natives is  notional  in  the  sense  that  a  reduction  in  one  set  of  military  capability 
(as  a  result  of  a  change  in  assignment  of  roles  and  missions)  would  often  require 
an  offsetting  increase  in  other  capability  to  maintain  a  comparable  level  of  military 
effectiveness.  For  the  most  part,  the  study  does  not  identify  these  offsetting  capabili- 
ties or  the  impact  these  would  have  on  projected  savings.  However,  it  would  be  safe 
to  say  that  net  savings  would  be  considerably  less  than  those  projected. 

The  Department  fully  agrees  with  CBO  that  the  proper  assignment  of  roles,  mis- 
sions, ana  functions  to  the  Services  and  combatant  commands  is  a  critically  impor- 
tant task.  The  Department  also  agrees  that  unnecessary  duplication  among  the 
Services  must  be  eliminated.  Indeed,  these  very  considerations  helped  to  inform  Sec- 
retary Aspin's  decision  on  General  Powell's  roles  and  missions  report  and  guided  the 
Department's  deliberations  throughout  the  Bottom-Up  Review.  These  considerations 
also  underpin  the  Department's  support  to  the  newly  announced  Commission  on 
Roles  and  Missions  of  the  Armed  Forces. 

However,  the  Department  differs  with  the  CBO  on  overall  approach.  Strategy 
must  guide  overall  force  requirements.  So,  too,  must  strategy  guide  considerations 
of  change  in  the  assignment  of  roles,  missions,  and  functions  that  have  the  potential 
to  result  in  changes  in  force  structure.  This  link  between  strategy  and  forces,  which 
is  so  crucial  to  the  Department's  analytic  approach,  appears  lacking  in  the  CBO  as- 
ssssrnGnt. 

Question.  There  have  been  allegations  that  $15  to  $18  billion  in  unallowable  costs 
have  been  charged  to  government  defense  contracts.  Are  these  allegations  accurate? 

Answer.  No;  the  estimate  was  developed  by  projecting  results  from  a  GAO  review 
of  six  small  defense  contactors  to  all  audits  of  overhead  costs  that  the  Department 
of  Defense  will  complete  from  fiscal  year  1991  to  fiscal  year  1996.  This  projection 
is  invalid  for  a  number  of  technical  reasons.  However,  the  underlying  deficiency  is 
that  the  sample  used  by  GAO  was  too  small,  and  by  GAO's  own  admission  not  nec- 
essarily representative  of  small  contractors.  To  project  the  results  to  large  defense 
contractors,  where  the  government  has  an  on-site  staff  that  conducts  continuous  re- 
views, is  even  less  unsupportable. 

Question.  Shouldn't  acquisition  reform  help  your  efforts  in  this  area? 

Answer.  Generally  yes.  Acquisition  reform  will  result  in  purchasing  more  mate- 
rials and  services  using  commercial  buying  practices.  The  regulation  of  the  market- 
place should  serve  as  a  significant  deterrent  to  incurring  unallowable  costs. 

Question.  Do  unallowable  costs  in  overhead  submissions  translate  directly  into 
government  overpayment  on  contracts? 

Answer.  Generafly  no.  As  work  progresses,  costs  are  billed  to  the  government 
based  upon  overhead  billing  rates  which  are  established  at  levels  that  seek  to  ex- 
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elude  amounts  for  unallowable  costs.  Also,  by  the  time  final  payment  is  made  on 
defense  contracts,  the  unallowable  costs  will  have  been  eliminated. 

Question.  Based  on  GAO's  claims,  is  DOD  failing  to  properly  audit  defense  con- 
tracts? 

Answer.  No;  the  Defense  Contract  Audit  Agency  (DCAA)  assesses  the  risk  to  the 
government  at  each  contractor  location  to  determine  the  extent  of  audit  effort  need- 
ed to  provide  reasonable  assurance  that  material  unallowable  costs  would  be  de- 
tected. This  risk  assessment  is  influenced  by  a  number  of  factors  including  the  types 
of  government  contracts  and  total  indirect  cost  allocated  to  government  contracts; 
the  adequacy  of  a  contractor's  policies,  procedures  and  internal  controls;  and,  the 
adequacy  of  the  accounting  records.  The  audit  effort  at  four  of  the  locations  reviewed 
by  GAO  was  appropriate  based  on  the  assessed  risk  to  the  government.  At  one  of 
these  four  locations,  the  adjustable  (non-firm  fixed  price)  government  business 
amounted  to  only  7/io  of  1  percent  of  its  total  business  base.  At  this  location,  for 
every  $100  questioned  by  GAO  the  government  could  recover  70  cents. 

GAO  did  identify  a  single  DCAA  office,  which  was  responsible  for  auditing  two 
of  the  six  small  contractors,  that  had  not  followed  established  procedures  for  audit- 
ing small  contractors.  Corrections  have  been  made  to  the  audit  procedures  followed 
by  that  office. 

It  should  also  be  noted  that  DCAA  has  revised  its  audit  guidance  and  added  the 
requirement  to  perform  transaction  testing  on  all  of  its  audits  of  small  defense  con- 
tractors. This  action,  which  was  underway  before  the  GAO  review,  increased  the 
amount  of  testing  DCAA  performs  at  such  locations. 

Question.  What  is  the  Department's  position  on  the  GAO  audit  report? 

Answer.  The  Department's  position  is  contained  in  its  official  response  to  the  final 
GAO  report.  The  main  points  in  that  response  were: 

•  GAO  reviewed  audits  from  a  total  of  58  contractor  locations  before  focusing  on 
the  six  selected  contractors.  The  58  contractors  voluntarily  removed  over  $60  million 
from  their  indirect  cost  claims  for  those  years  reviewed  by  GAO.  DCAA  identified 
an  additional  $17  million  of  costs  inappropriately  claimed  by  the  contractors  for 
those  years. 

•  GAO  failed  to  acknowledge  the  extent  to  which  its  findings  would  be  affected 
by  the  government  participation  percentage  at  each  location,  i.e.,  the  portion  of  the 
total  indirect  cost  that  would  be  allocated  to  government  contracts.  Those  percent- 
ages range  from  a  high  of  89.0  percent  to  a  low  of  0.7  percent.  When  factored  for 
government  participation,  the  $2  million  in  GAO  questioned  costs  decreased  to 
about  $800,000. 

•  The  GAO  report  implies  that  all  potentially  unallowable  costs  must  be  excluded 
from  contractor  submissions  which  is  contrary  to  the  Federal  Acquisition  Regula- 
tion. Only  those  costs  that  are  expressly  unallowable  costs  or  mutually  agreed  to 
be  unallowable  must  be  identified  and  excluded  from  any  submission.  Most  of  the 
questionable  costs  identified  by  GAO  were  not  expressly  unallowable.  These  ques- 
tionable items  are  subject  to  negotiation  and  will  require  resolution  by  the  contract- 
ing officer. 

•  Although  it  is  recognized  that  there  were  some  weak  internal  controls  at  the 
six  contractors,  it  should  also  be  recognized  that  the  six  voluntarily  identified  and 
excluded  $16  million  from  their  cost  submissions  in  the  years  reviewed  by  GAO. 

Question.  Is  the  1995  FYDP  too  high  in  light  of  the  GAO  audit  findings? 

Answer.  No;  there  is  an  indirect  relationship  between  the  GAO  audit  findings  and 
program  cost  estimates  included  in  the  FYDP.  In  general,  FYDP  estimates  are  de- 
veloped by  applying  judgment/estimating  relationships  to  historical  information. 
These  estimates  of  costs  that  will  be  incurred  in  the  future  do  not  get  to  a  level 
of  detail  where  unallowable  costs  would  be  identified. 

However,  in  some  instances,  program  estimates  do  incorporate  the  impact  of 
agreed  to  forward  pricing  rates  from  which  unallowable  costs  have  been  eliminated. 
This  is  because  the  forward  pricing  rates  have  been  developed  based  on  anticipated 
allowable  costs. 

It  should  also  be  noted  that  costs  ultimately  billed  to  the  government  are  based 
upon  billing  rates  which  seek  to  exclude  amounts  for  unallowable  costs,  and  by  the 
time  final  payment  is  made,  unallowable  costs  will  have  been  eliminated. 

Finally,  the  controls  that  have  been  put  into  place  such  as  requiring  contractors 
to  certify  that  the  costs  they  are  submitting  are  allowable,  and  penalizing  contrac- 
tors when  expressly  unallowable  costs  are  included  in  their  submissions,  help  to  en- 
sure that  contractors  delete  any  unallowable  costs  that  are  incurred.  We  believe 
that  progress  has  been  made,  but  we  will  continue  to  apply  management  attention 
to  get  the  problem  resolved. 
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Question.  Dr.  John  Steinbruner  testified  before  the  Budget  Committee  on  March 
9,  1994.  He  claimed  that  DOD  plans  are  $37  billion  below  the  full  financing  cri- 
terion over  the  course  of  the  5  year  defense  plan.  Is  this  claim  accurate? 

Answer.  No;  when  finalizing  our  fiscal  year  1995-99  FYDP,  we  estimated  a  fund- 
ing shortfall  due  to  higher  inflation  at  $20  billion  for  the  period.  Other  than  this 
shortfall,  the  FYDP  itself  is  fully  financed  in  the  sense  that  it  is  priced  according 
to  realistic  program  estimates  and  the  latest  inflation  estimates.  It  makes  no  as- 
sumptions about  management  savings  unless  they  can  be  convincingly  documented. 

Question.  Dr.  Steinbruner  also  argued  "that  the  United  States  will  eventually  be 
driven  to  a  fundamental  shift  of  policy  in  response  to  new  security  conditions  and 
that  additional  force  reductions  will  accompany  that  change."  He  argue  that  "the 
currently  projected  defense  budget  could  be  reduced  by  cumulative  total  of  $247  bil- 
lion over  the  5-year  plan  [with  a  1999  defense  budget  $80  billion  lower  than 
planned.]"  Please  comment  on  the  advisability  of  adopting  a  defense  spending  plan 
as  described  by  Dr.  Steinbruner. 

Answer.  President  Clinton,  military  and  civilian  defense  leaders,  and  many  Mem- 
bers of  Congress  believe  that  the  Administration's  defense  spending  plan  cuts  about 
as  deeply  as  is  prudent,  given  the  current  state  of  global  affairs.  Reductions  on  the 
order  proposed  by  Dr.  Steinbruner  would  fundamentally  change  the  character  of 
America's  military  posture,  make  our  new  strategy  unsupportable,  call  into  question 
our  ability  to  fulfill  U.S.  commitments  to  our  allies,  and  undermine  America's  global 
leadership. 

WRITTEN  QUESTIONS  FROM  SENATOR  GRASSLEY  TO 
SECRETARY  PERRY  AND  THE  RESPONSES 

Question.  Does  the  DOD  believe  that  current  plans  will  provide  sufficient  muni- 
tions to  support  a  major  regional  conflict?  That  in  the  event  of  hostilities,  a  surge 
production  will  not  be  required? 

Answer.  We  believe  that  the  DOD  munitions  stockpile,  combined  with  funded  due- 
in  deliveries,  will  contain  sufficient  modern  and  suitable  substitute  munitions  to 
support  a  major  regional  conflict.  Further  outyear  funding  will  continue  to  buy  more 
of  the  newest/latest  configuration  munitions  items  available  today  but  at  reduced 
rates.  In  the  event  of  hostilities,  the  DOD  will  fight  using  the  existing  munitions 
stockpile;  projected  threat  scenarios  do  not  require  production  surge  from  the  indus- 
trial base.  However,  we  might  surge  to  provide  more  of  some  preferred  munitions 
and  to  restock  for  future  contingencies. 

Question.  If  the  DOD  does  not  believe  current  plans  will  provide  sufficient  muni- 
tions if  there  is  a  major  conflict,  what  plans  are  being  made  to  address  this  matter? 

Answer.  The  DOD  munitions  stockpile  contains  sufficient  munitions  to  support  a 
major  regional  conflict. 

Question.  Questions  have  been  made  about  the  state  of  the  munitions  industrial 
base.  What  is  your  view  on  this  matter? 

Answer.  The  conventional  munitions  industrial  base  is  undergoing  a  significant 
reduction  in  capacity  as  well  as  willing  participants — both  government  and  commer- 
cial. I  believe  this  reduction  is  being  conducted  in  a  rational  manner  by  the  U.S. 
Army  in  its  capacity  as  the  Single  Manager  for  Conventional  Ammunition.  DOD  has 
provided  a  report  to  Congress  that  addresses  the  munitions  industrial  base.  How- 
ever, the  DOD  is  conducting  further  analysis  in  a  comprehensive  ammunition  indus- 
trial base  review  which  may  fall  for  some  minor  fiscal  year  1995  reprogramming  ac- 
tions in  this  area. 

Question.  What  is  the  status  of  the  DOD  report  to  Congress  requested  March  1? 

Answer.  The  DOD  report  to  Congress  was  forwarded  to  the  four  Congressional 
Committees  on  April  29,  1994  by  Mr.  Longuemare,  the  Principal  Deputy  Under  Sec- 
retary of  Defense  (Acquistion  &  Technology). 

Question.  There  is  concern  that  the  fiscal  year  1995  FYDP  is  either  consistent 
with  the  President's  fiscal  guidance  nor  reflects  the  most  likely  cost  of  the  defense 
program  proposed.  I  would  appreciate  your  response  to  the  following:  DOD  has 
quantified  the  range  of  error  in  its  outyear  inflation  estimates  as  roughly  $20  bil- 
lion. The  over  programming  as  a  result  of  the  inflation  issue  is  dealt  with  through 
the  use  of  negative  accounting  entries  for  fiscalyear  1996-99.  Please  identify  any 
other  negative  accounting  entries  used  in  the  FYDP;  the  accounts  in  which  they  are 
used;  the  amounts  by  fiscal  year;  and  the  reason  why  the  total  amounts  in  the  af- 
fected programs  are  offset  by  the  use  of  these  negative  entries. 

Answer.  The  $20  billion  shortfall  is  handled  with  a  single  budget  line,  called  "Un- 
distributed Adjustments".  There  are  no  other  accounting  entries  reflected  in  the  fis- 
cal year  1995-99  FYDP. 


167 

Question.  What  is  the  range  of  potential  error  associated  with  other  major  FYDP 
assumption,  such  as:  underestimating  the  potential  for  weapon  system  cost  growth; 
slower  than  planned  base  closures;  potential  increases  in  the  cost  of  environmental 
clean-up  and  compliance;  failure  to  achieve  cost  savings  of  planned  management  ini- 
tiatives like  the  National  Performance  Review  and  Defense  Management  Report 
(DMR)? 

Answer.  There  are  no  major  FYDP  assumptions  that  DOD  believes  carry  a  signifi- 
cant potential  error.  Before  the  FYDP  was  finalized,  the  Department  made  adjust- 
ments in  all  areas,  such  as  DMR  initiatives,  in  which  projected  savings  could  not 
be  validated. 

Question.  Is  it  possible  that  the  overprogramming  in  the  outyears  is  not  $20  bil- 
lion but  more  like  $50,  $75,  or  $100  billion  or  more? 

Answer.  DOD  believes  that  $20  billion  is  a  valid  estimate,  given  current  economic 
projections.  Future  changes  in  inflation  projections  could  of  course  raise  or  lower  the 
cost  of  funding  the  FYDP. 

Question.  If  there  is  overprogramming  in  the  outyears,  does  it  mean  that  the  fiscal 
year  1995  budget  is  sustaining  unaffordable  programs  that  should  be  eliminated? 
Is  any  of  the  advance  procurement  money  for  fiscal  year  1996  and  beyond  hooked 
up  to  the  "future  adjustments?"  How  do  you  know? 

Answer.  Neither  the  fiscal  year  1995  budget  nor  the  fiscal  year  1995-99  FYDP 
are  sustaining  any  unaffordable  programs.  No  advance  procurement  money  is  tied 
to  future  adjustments;  the  money  is  for  programs  that  DOD  expects  will  be  funded 
adequately. 

Question.  The  last  FYDP  submitted  to  Congress  was  the  fiscal  year  1992-97 
FYDP,  dated  February  23,  1991.  That  FYDP  assumed  $172  billion  in  savings  and 
reductions  as  follows:  $82  billion  from  proposed  program  terminations;  $70  billion 
in  anticipated  DMR  savings;  $19  billion  in  unidentified  savings,  including  $8  billion 
in  savings  from  base  closures.  To  what  extent  were  these  savings  realized?  If  these 
savings  were  not  realized,  as  I  suspect,  then  there  must  be  offsetting  reductions, 
and  the  magnitude  of  these  cuts  has  grown  under  President  Clinton's  defense  plans. 

Answer.  When  the  Clinton  administration  took  office,  the  new  DOD  leadership 
was  skeptical  about  the  accuracy  of  the  previous  Administration's  projections  for 
management  savings  and  program  costs.  Therefore,  in  modifying  the  Bush/Cheney 
defense  program  to  prepare  President  Clinton's  fiscal  year  1994  defense  budget,  a 
$10  billion  offset  for  fiscal  year  1994-97  was  included,  as  an  estimate  of  the  savings 
that  DOD  was  sure  it  could  not  guarantee.  At  the  same  time  the  Odeen  Panel  was 
convened  to  determine  more  definitively  the  validity  of  the  assumptions  underlying 
the  Bush  defense  program  we  inherited.  For  the  Bush  program,  the  Panel  estimated 
the  fiscal  year  1994-97  shortfall  to  be  $12  to  $15  billion:  $9-$ll  billion  for  unrealiz- 
able DMR  management  savings;  $2-$3  billion  for  underestimated  weapons  costs; 
and  $1— $1.5  billion  for  underestimated  environmental  cleanup  and  compliance  costs. 

After  the  Odeen  Panel  reported  its  findings,  OMB  added  $13  billion  to  the  DOD 
topline  for  fiscal  year  1995-99.  DOD's  fiscal  year  1995-99  defense  budget  projec- 
tions now  include  only  those  savings  that  we  believe  we  can  deliver,  as  well  as 
sound  projections  of  future  weapons  costs. 

Question.  Your  speech  to  the  Old  Crows  suggests  you  are  ready  to  give  the  FYDP 
to  industry.  As  you  may  remember,  many  of  those  swept  up  in  the  111  Wind  inves- 
tigation were  charged  with  illegal  possession  of  the  FYDP.  Is  it  a  good  idea  to  give 
the  FYDP  to  industry?  How  would  you  decide  who  in  industry  would  get  it? 

Answer.  The  printed  transcript  of  that  speech,  which  may  be  the  basis  for  your 
question,  does  not  reflect  what  I  said  or  meant  to  say.  My  message  was  that  an  ac- 
curate FYDP — a  central  goal  of  this  DOD  leadership — is  essential  to  DOD  program 
managers,  who  indeed  would  have  access  to  the  actual  plan.  With  an  accurate  FYDP 
to  consult,  program  managers  in  turn  will  be  better  able  to  help  the  defense  indus- 
try assess  their  future  market  more  reliably.  However,  DOD's  assistance  to  defense 
industry  forecasting  does  not  need  to  include  providing  it  with  copies  of  the  FYDP. 


REVIEW  OF  THE  DEFENSE  DEPARTMENT 
ROLES  AND  MISSIONS 


WEDNESDAY,  MARCH  9,  1994 

U.S.  Senate, 
Committee  on  the  Budget, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  2:05  p.m.,  in  room 
SD-608,  Dirksen  Senate  Office  Building,  Hon.  Jim  Sasser  (chair- 
man of  the  committee)  presiding. 

Present:  Senators  Sasser,  Exon,  Lautenberg  and  Lott. 

Staff  present:  Larry  Stein,  staff  director;  and  Randy  DeValk,  as- 
sistant director  for  national  security. 

For  the  minority:  G.  William  Hoagland,  staff  director;  and  Roy 
Phillips,  senior  analyst  for  national  defense. 

OPENING  STATEMENT  OF  CHAIRMAN  SASSER 

Chairman  Sasser.  The  committee  will  come  to  order. 

We  are  going  to  start  here  this  afternoon.  We  have  checked  with 
Senator  Domenici,  through  his  staff,  and  he  has  indicated  that  he 
will  arrive  as  soon  as  possible  and  has  suggested  that  we  go  for- 
ward here  this  afternoon  and  begin  the  hearing. 

This  afternoon,  the  committee  examines  the  roles  and  missions 
of  the  Department  of  Defense.  We  are  pleased  to  have  as  our  first 
witness  the  Director  of  the  Congressional  Budget  Office,  Dr.  Robert 
Reischauer,  and  later  we  will  hear  a  distinguished  panel  of  experts 
whose  scholarship  in  matters  of  national  defense  should  prove  most 
helpful  to  the  task  at  hand. 

I  want  to  welcome  all  of  our  witnesses.  This  hearing  really  is  a 
natural  outgrowth  of  the  one  that  we  held  this  morning.  The  Sec- 
retary of  Defense,  Dr.  Perry,  testified  earlier  today  about  the  Ad- 
ministration's fiscal  year  1995  budget  and  presented  their  budg- 
etary request.  I  believe  the  Secretary  did  an  excellent  job  explain- 
ing the  Administration's  submission  this  morning. 

But  as  the  Congress  weighs  those  requests,  I  think  it  is  critical 
that  we  improve  the  efficiency  and  effectiveness  of  the  Department 
of  Defense.  There  are  many  worthy  programs  throughout  this  gov- 
ernment of  ours  that  go  begging  for  dollars.  We  simply  cannot  af- 
ford redundancy,  and  we  cannot  afford  duplication  in  any  depart- 
ment. That  includes,  it  goes  without  saying,  the  Department  of  De- 
fense. 

Almost  2  years  ago,  our  good  friend  and  colleague,  the  Chairman 
of  the  Armed  Services  Committee,  Senator  Nunn,  delivered  one  of 
his  typically  penetrating  analyses  on  the  Senate  floor  regarding  the 
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question  of  the  structure  of  our  military  relative  to  its  goals  and 
its  missions  in  the  world  in  which  we  live  today. 

Speaking  on  July  2,  1992,  the  distinguished  Chairman  of  the 
Armed  Services  Committee  argued  that,  although  the  passage  of 
the  Goldwater-Nickles  Act  had  done  much  to  improve  the  efficiency 
of  the  Department  of  Defense,  there  is,  according  to  him — and  I 
will  quote  him  precisely — there  is 

still  considerable  unfinished  business  at  hand.  One  of  the  biggest  problems  we  now 
face  is  the  issue  of  the  assignment  of  roles  and  missions  of  the  military  depart- 
ments. 

Senator  Nunn  went  on  to  explain  that  the  roles  and  missions  of 
our  military  services  need  to  be  reexamined,  and  I  think  for  good 
reason.  Those  roles  and  missions  were  first  set  forth  in  Key  West, 
FL  in  the  Key  West  Agreement  of  1948.  That  is  when  Harry  Tru- 
man was  serving  his  first  term  as  President,  and  the  United  States 
and  our  great  ally,  the  United  Kingdom,  broke  the  blockade  of  Ber- 
lin with  the  now-famous  airlift. 

But  I  think  we  can  all  agree  that  things  have  changed  very  dra- 
matically since  Joe  Stalin  sat  in  the  Kremlin  and  the  hammer  and 
sickle  menaced  the  world.  The  entire  concept  of  national  defense, 
from  weapons  systems  to  strategy,  has  changed  very  dramatically 
in  45  years,  and  we  now  need  to  reexamine  the  roles  and  missions 
that  we  enunciated  in  the  Key  West  Agreement,  in  light  of  these 
changes  and  the  subsequent  decline  in  resources  for  the  Pentagon. 

The  Administration  has  already  made  some  excellent  progress, 
some  say — others  would  say  have  made  some  slight  progress — but 
they  have  made  progress  through  their  so-called  bottom-up  review, 
and  I  look  forward  to  hearing  from  our  witnesses  on  some  of  the 
options  available  to  the  Department  of  Defense,  should  it  decide  to 
redistribute  its  service  responsibilities. 

I  would  be  most  interested  in  hearing  not  only  the  specific  op- 
tions, but  the  estimated  savings,  as  well.  As  Senator  Nunn  pointed 
out,  and  I  want  to  quote  him  again, 
This  redundancy  and  duplication  is  costing  billions  of  dollars  each  year. 

Now,  I  could  not  agree  more  with  the  Chairman  of  the  Armed 
Services  Committee,  and  also  with  his  assessment  that  "progress 
on  these  issues  will  require  outside  pressures  and  determined  over- 
sight by  the  Congress."  And  I  think  we  are  making  a  good  start  on 
that  today. 

I  have  been  joined  today  with  our  distinguished  friend  from  Ne- 
braska, Senator  Exon.  We  would  be  pleased  if  you  have  any  open- 
ing comments  or  observations,  Senator,  before  we  turn  to  the  testi- 
mony. 

OPENING  STATEMENT  OF  SENATOR  EXON 

Senator  Exon.  Mr.  Chairman,  thank  you  very  much. 

Dr.  Reischauer,  it  is  good  to  have  you  here,  and  I  will  be  inter- 
ested in  listening  to  your  testimony. 

I  am  sorry,  Mr.  Chairman,  I  could  not  be  here  this  morning,  as 
I  did  want  to  be  here  to  hear  the  Secretary  of  Defense.  We  were 
tied  up  on  Armed  Services  today  with  regard  to  the  bottom-up  re- 
view, which  ties  into  some  of  the  things  that  we  will  be  discussing 
here  today. 
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I  happen  to  feel  that  those  of  us  who  have  played  a  role  for  a 
number  of  years  on  national  defense  recognize  and  realize  that 
there  is  more  to  be  done.  We  have  taken  a  considerable  hit  in  na- 
tional security.  I  felt  that  the  President,  in  his  State  of  the  State 
Address,  said  it  wisely  when  he  said  he  did  not  think  further  re- 
ductions were  possible  in  the  budget  at  this  time. 

We  have  more  to  go.  We  have  further  to  go.  I  for  one  feel  that 
although  sometimes,  now  that  the  cold  war  is  over,  everyone  feels 
this  is  a  time  to  make  further  substantial  reductions  as  far  as  our 
national  security  is  concerned.  History  teaches  us  something  as  we 
go  along.  Those  of  us  who  have  been  around  a  little  longer  than 
others  probably  remember  the  lessons  of  history  more  indelibly 
than  others. 

When  I  came  back  from  World  War  II,  after  serving  overseas  for 
2  years  and  had  been  in  the  service  for  other  three,  we  were  right 
in  the  midst  of  dramatic  reductions,  which  obviously  most  thought 
were  in  order  and  probably  were. 

When  we  dismantled  our  military  rather  dramatically,  who 
would  have  envisioned  in  1945  that  5  years  after  World  War  II,  the 
last  war  to  end  all  wars,  we  would  be  followed  5  years  later  in 
Korea?  Who  would  envision  that  after  7  years  after  that  we  would 
be  in  Vietnam? 

So  I  would  simply  say  that  I  for  one  will  throw  some  cold  water 
on  the  general  attitude  that  seems  to  abound  that  we  can  make 
substantial  further  reductions  in  the  military.  That  does  not  mean 
that  there  are  not  some  other  cuts  that  could  be  made  in  some 
areas.  I  still  feel  on  the  lines  that  I  think  you  expressed,  Mr.  Chair- 
man, that  there  is  some  redundancy  in  certain  areas  that  the  mili- 
tary leadership  hold  onto  for  some  good  reasons  and  some  reasons 
not  so  good. 

Suffice  to  say,  I  am  delighted  that  you  have  called  these  meet- 
ings of  not  only  the  Secretary  this  morning,  Mr.  Chairman,  but  Dr. 
Reischauer  and  the  distinguished  panel  that  will  follow. 

We  have  a  lot  to  learn  in  this  area.  As  we  learn,  I  would  simply 
say  that  I  would  hope  that  we  would  view  it  with  some  caution, 
from  the  fact  I  feel  we  have  some  potential  serious  national  secu- 
rity problems  facing  us  today  that  could  bubble  to  the  surface  much 
further  than  some  people  now  recognize  and  realize.  I  cite  the  dis- 
integration of  the  Soviet  Union,  and  again  history  shows  that  the 
economic  and  political  vacuum  of  the  demise  of  a  super  power  al- 
ways leaves  a  vacuum  that  someone  else  is  likely  to  fill.  I  do  not 
know  who  is  going  to  fill  that. 

We  did  not  have  the  problems  that  we  have  in  Serejavo  today, 
when  the  Soviet  Union  was  in  charge  in  that  area.  We  have  poten- 
tial conflicts  between  the  former  Republic  of  the  Soviet  Union  as 
an  ever-present  threat.  We  could  see  more  Serejavos  in  the  future. 
Certainly,  the  situation  in  the  Korean  peninsular  is  a  grave  cause 
for  concern.  Hopefully,  it  can  be  worked  out.  For  a  long  time,  we 
have  been  very  much  concerned  about  the  continuing  difficulties 
between  two  nuclear  states,  Indian  and  Pakistan. 

So  there  are  trouble  spots  around  the  world  that  probably  are  not 
foreseen  by  some  today.  And  I  guess  none  of  us  foresaw  the  combat 
in  Korea  5  years  after  the  end  of  World  War  II  or  Vietnam  shortly 
after  that.  I  would  simply  say  that  a  strong  military,  a  strong  de- 
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terrent,  as  I  think  we  successfully  showed  by  bringing  to  an  end 
the  cold  war,  is  the  best  policy  for  peace.  We  can  make  some  fur- 
ther  cuts  possibly,  but  I  urge  lots  of  consideration  and  caution. 

Roles  and  mission  that  we  are  addressing  this  afternoon  is  a  key 
element  of  such  consideration.  We  have  looked  at  this  a  great  deal 
in  the  Armed  Services  Committee,  and  I  am  looking  forward  to  the 
testimony  today  and  being  a  part  of  it. 

Thank  you,  Mr.  Chairman. 

Chairman  Sasser.  Thank  you,  Senator  Exon. 

Dr.  Reischauer,  you  may  proceed. 

STATEMENT  OF  ROBERT  D.  REISCHAUER,  DIRECTOR,  CON- 
GRESSIONAL BUDGET  OFFICE;  ACCOMPANIED  BY  FRANCES 
LUSSDER,  CBO 

Dr.  Reischauer.  Mr.  Chairman  and  Senator  Exon,  let  me  begin 
by  introducing  my  colleague,  Dr.  Frances  Lussier,  and  say  that  we 
appreciate  this  opportunity  to  discuss  the  work  that  she  has  been 
doing  for  this  committee  on  the  issue  of  redundancy  and  duplica- 
tion of  capabilities  among  the  military  services. 

With  your  permission,  I  will  submit  my  prepared  statement  for 
the  record  and  will  confine  my  remarks  to  a  summary  of  some  of 
the  areas  where  changes  in  service  roles  and  missions  could  result 
in  significant  savings. 

Before  doing  so,  let  me  set  the  stage  by  summarizing  the  tension 
that  is  inherent  in  the  roles  and  missions  debate.  On  the  one  hand, 
it  is  clear  that  duplicative  and  redundant  forces  provide  United 
States  commanders  with  added  flexibility  and  with  some  insurance 
against  unknown  and  unexpected  threats.  On  the  other  hand,  at  a 
time  when  defense  resources  are  very  limited,  eliminating  duplica- 
tion and  redundancy  may  be  an  effective  way  to  save  money  with- 
out sacrificing  essential  military  capabilities. 

Consolidations  are  possible  in  two  broad  categories,  support  ac- 
tivities and  conventional  forces.  With  respect  to  the  former,  it 
should  be  possible  as  the  size  of  the  services  decreases  to  consoli- 
date some  of  the  support  functions  that  each  service  provides  inde- 
pendently, because  many  of  the  facilities  will  no  longer  be  used  to 
their  full  capacity. 

Consolidating  functions  and  closing  the  least-used  facilities  could 
save  money  in  the  long  run,  while  not  diminishing  overall  capabil- 
ity, because  such  steps  would  not  reduce  the  forces  that  are  avail- 
able for  combat.  Although  the  military  has  endorsed  the  concept  of 
consolidating  support  activities,  it  has  not  supported  consolidations 
across  service  lines — for  example,  putting  the  Army  in  charge  of  all 
the  maintenance  work  on  helicopters. 

Such  cross-service  consolidations  have  the  greatest  potential  to 
save  money,  but  they  are  also  the  most  likely  to  cause  some  incon- 
venience, require  new  working  relationships  and  new  lines  of  au- 
thority, disrupt  the  current  support  infrastructure,  and  require 
some  one-time  investments  similar  to  those  we  have  had  to  make 
with  the  base-closing  effort. 

CBO  is  analyzing  the  implications  of  consolidating  depot  mainte- 
nance, initial  pilot  training,  and  medical  care,  and  we  will  provide 
the  committee  with  the  results  of  that  analysis  as  soon  as  it  is  com- 
pleted. 
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With  respect  to  conventional  forces,  we  have  finished  our  analy- 
sis of  several  illustrative  changes  that  would  eliminate  or  reduce 
the  overlap  in  capabilities  fielded  by  more  than  one  service.  The 
CBO  analysis  weighs  estimates  of  the  potential  savings — which  the 
Chairman  emphasized  that  he  was  interested  in — against  quali- 
tative assessments  of  the  capabilities  that  might  be  lost  from 
adopting  the  various  options. 

The  first  option  involves  eliminating  from  the  Army's  force  struc- 
ture those  divisions  with  the  least  fire  power  (the  light  infantry  di- 
visions) and  assigning  to  the  three  Marine  divisions  the  primary 
responsibility  for  responding  rapidly  to  crises  abroad. 

Chairman  Sasser.  Are  we  talking  about  three  Marine  divisions 
or  four  Marine  divisions?  Do  we  have  three  active  and  one  Reserve? 

Dr.  Reischauer.  Yes;  but  I  am  just  talking  about  the  active 
Army  light  divisions  and  the  active  Marine  divisions  in  this  option. 

The  Marine  divisions,  which  are  equipped  with  small  numbers  of 
tanks  and  lightly  armored  vehicles  and  supported  by  Marine  air 
wings,  may  be  better  designed  for  rapid  response  than  are  the 
Army  light  divisions.  This  option  would  also  collapse  the  Army's 
airborne  and  air  assault  divisions  into  a  single  division,  only  one 
brigade  of  which  would  be  designated  for  parachute  drop,  since 
Army  Rangers  and  Special  Forces  would  provide  additional  para- 
chute capability. 

Historical  experience  suggests  that  the  military  may  not  need  as 
many  light  divisions  or  as  much  parachute  drop  capacity  as  it  cur- 
rently has.  Adopting  this  option  would  result  in  savings  of  $520 
million  in  1995  and  more  than  $14  billion  over  the  next  5  years, 
when  it  is  compared  with  the  Administration's  defense  spending 
plan. 

The  second  option  examined  by  CBO  would  relieve  the  Air  Force 
of  the  responsibility  for  providing  close  air  support  to  the  Army. 
This  option  reflects  the  reality  that  the  Army  has  become  less  de- 
pendent on  the  Air  Force  for  air  support  as  ground-based  weapons 
such  as  helicopters  and  artillery  have  attained  the  ability  to  attack 
enemy  ground  forces  at  longer  and  longer  ranges. 

If  this  option  led  to  the  elimination  of  all  Air  Force  aircraft  allo- 
cated to  the  close  air  support  mission — in  other  words,  all  of  the 
Air  Force's  A-lOs  and  about  a  third  of  its  F-16s — it  would  save 
$140  million  in  1995  and  $3.2  billion  over  the  next  5  years. 

The  25  percent  reduction  in  total  fighter  force  reflected  by  this 
option  would  clearly  reduce  capabilities.  It  would  cut  the  number 
of  ways  that  a  commander  could  attack  enemy  ground  forces  in 
close  proximity  to  United  States  ground  forces,  and  it  might  dimin- 
ish the  Air  Force's  ability  to  attack  targets  on  the  ground  before 
Army  forces  arrive  at  some  remote  trouble  spot.  At  the  same  time, 
the  F-16  reductions  would  limit  the  Air  Force's  ability  to  carry  out 
its  air-to-air  combat  mission,  the  other  role  that  this  aircraft  per- 
forms. A  less  radical  alternative  would  be  to  eliminate  only  the  A- 
10s,  which  would  save  slightly  less  money,  something  around  $2 
billion  over  the  next  5  years. 

The  third  option  examined  by  CBO  involves  reducing  Navy  air 
support  for  Marine  operations,  leaving  this  mission  for  the  Ma- 
rines' 16  squadrons  of  F/A-18s.  Ten  Navy  F/A-18  squadrons  would 
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be  phased  out  over  5  years,  saving  $40  million  in  1995  and  $1  bil- 
lion over  the  5-year  period. 

Potential  drawbacks  of  this  option  are  that  the  Navy's  F/A-18 
force  would  be  cut  by  more  than  a  third,  about  120  planes,  and  the 
combined  number  of  Navy  and  Marine  F/A-18s  would  be  cut  by 
more  than  20  percent.  It  would  be  difficult  to  engage  in  two  re- 
gional conflicts  nearly  simultaneously  with  such  a  significant  cut. 

In  addition,  it  would  be  difficult  for  the  Navy  to  equip  its  carriers 
with  a  full  complement  of  planes,  although  some  of  the  shortfall 
could  be  made  up  by  basing  more  Marine  Corps  squadrons  on  Navy 
carriers,  which,  after  all,  is  what  the  Navy  has  begun  to  do  to  a 
limited  degree  already. 

A  fourth  option  examined  by  CBO  involves  having  Air  Force 
bombers  bear  more  of  the  power  projection  role.  This  option  would 
shift  the  reliance  for  air  strikes  on  distant  targets  away  from  the 
carrier  fleet  and  assign  it  to  the  Air  Force's  long-range  bombers, 
some  of  which  are  no  longer  needed  for  the  strategic  nuclear  mis- 
sion. The  carrier  fleet  could  shrink  from  12  to  7,  if  their  primary 
mission  was  to  support  one  major  regional  contingency  only. 
Should  a  second  conflict  break  out  simultaneously  in  another  re- 
gion, Air  Force  bombers  would  be  available  to  provide  some  strike 
capability.  Compared  with  the  Administration's  plan,  this  option 
would  save  $3.1  billion  in  1995  and  more  than  $17  billion  over  the 
next  5  years. 

The  United  States  would  have  to  execute  its  national  security 
policy  differently  if  it  only  had  7  carrier  battle  groups,  because 
bombers  cannot  play  the  same  diplomatic  role  that  carriers  have 
played.  Carriers  can  remain  on  station  for  extended  periods  of 
time,  they  can  launch  repeated  air  attacks,  and  they  can  collect 
valuable  information,  while  providing  a  United  States  presence. 

A  more  modest  shift  of  responsibility  would  involve  reducing  the 
carrier  force  from  12  to  10.  According  to  DOD's  analysis,  that  num- 
ber would  be  just  sufficient  to  support  two  regional  conflicts  simul- 
taneously, provide  a  presence  for  at  least  part  of  the  time  in  three 
areas  of  the  world,  and  provide  the  President  with  some  flexibility 
to  dispatch  carriers  to  hot  spots  in  order  to  demonstrate  United 
States  resolve.  Savings  from  this  scaled-back  alternative  would  be 
$2.8  billion  in  1995  and  $6.8  billion  over  the  5-year  period. 

The  final  illustrative  option  examined  by  CBO  involves  giving 
the  Army  responsibility  for  defending  land  areas  against  theater 
ballistic  missiles.  This  approach  would  terminate  funding  for  the 
Navy's  point  and  area  defenses  and  would  cancel  two  Air  Force  de- 
velopment programs,  the  Brilliant  Eyes  space-based  sensors  and 
the  boost-phase  interceptor.  Work  would  continue  on  the  Army's 
two  systems  for  point  defense — Corps  SAM  and  the  advanced  Pa- 
triot initiative — and  on  its  Theater  High-Altitude  Area  Defense 
System.  Savings  would  amount  to  $600  million  in  1995  and  $3.8 
billion  over  the  next  5  years. 

Of  course,  sea-based  defense  systems  could  provide  protection  for 
forces  ashore  before  land-based  systems  have  been  deployed 
through  ports  or  airfields,  and  this  capability  would  be  lost  under 
the  option  that  I  just  described.  A  less  far-reaching  alternative 
would  involve  canceling  only  the  Navy's  area  but  not  its  point  de- 
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fense  system,  and  this  option  would  save  $400  million  in  1995  and 
just  under  $2.6  billion  over  the  5-year  period. 

Let  me  conclude  by  reiterating  the  significant  savings  that  could 
be  realized  by  eliminating  some  of  the  forces  and  activities  that 
exist  in  more  than  one  service  and  that  duplicate  other  capabilities. 
The  consolidations  of  support  activities  that  I  mentioned  earlier 
would  probably  not  significantly  affect  overall  United  States  mili- 
tary capabilities.  However,  that  cannot  be  said  for  the  combined  ef- 
fect of  implementing  several  of  the  reductions  in  conventional 
forces.  Therefore,  one  would  want  to  weigh  carefully  the  potential 
loss  in  capabilities  that  these  options  would  involve  against  the 
savings  that  they  would  offer. 

That  completes  my  summary,  and  Dr.  Lussier  and  I  will  be  glad 
to  answer  any  questions  that  you  and  the  members  of  the  commit- 
tee might  have. 

Chairman  SASSER.  Thank  you,  Dr.  Reischauer. 

[The  prepared  statement  of  Dr.  Reischauer  follows:] 
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Mr.  Chairman  and  Members  of  the  Committee,  I  am  pleased  to  be  here  this 
afternoon  to  discuss  the  issue  of  redundancy  and  duplication  of  capabilities 
among  the  military  services.  My  testimony  today  will  provide  some 
background  and  will  then  discuss  several  areas  within  the  Department  of 
Defense  (DoD)  where  changes  in  current  assignments  could  result  in 
significant  savings. 


BACKGROUND 


Nearly  50  years  ago,  at  a  meeting  in  Key  West,  Florida,  military  leaders 
established  the  broad  outlines  for  the  functions  that  U.S.  military  services 
perform  today.  That  outline-basically  unchanged  since  its  inception-still 
guides  the  division  of  labor  among  the  services.  Concerns  over  the  budget 
deficit  and  drastic  changes  on  the  international  scene,  however,  now  make  it 
vital  to  review  those  roles  and  missions  currently  assigned  to  the  services. 

Two  reviews  of  the  services'  traditional  roles  and  missions  in  the  past 
two  years  have  rekindled  the  debate  about  the  way  the  Department  of 
Defense  allots  its  responsibilities  and  resources. 


178 
Senator  Nunn's  Speech 

Senator  Sam  Nunn,  Chairman  of  the  Senate  Committee  on  Armed  Services, 
suggested  the  need  for  a  review  of  current  service  roles  and  missions  in  July 
1992.  In  a  speech  on  the  Senate  floor,  he  enumerated  several  areas  within 
the  U.S.  military  where  he  felt  that  duplication  existed  among  the  capabilities 
possessed  by  different  services. 

For  example,  with  respect  to  logistic  and  support  activities,  Senator 
Nunn  questioned  why  each  service  needed  its  own  maintenance  depots,  legal 
corps,  and  medical  corps,  suggesting  that  DoD-wide  organizations  in  these 
areas  might  be  more  efficient.  "Streamlining  the  logistics,  administration,  and 
management  duplication  among  the  services  could  save  tens  of  billions 
annually,"  he  said.  Regarding  combat  forces,  he  cited  expeditionary  ground 
forces  fielded  by  the  Army  and  the  Marines,  forces  for  power  projection 
within  the  Air  Force  and  the  Navy,  and  Navy  and  Marine  tactical  air  forces 
as  areas  of  possible  duplication.  According  to  his  estimates,  eliminating  two 
divisions  of  land  forces  and  five  wings  of  tactical  air  forces,  if  justified,  could 
save  $5  billion  annually  in  operating  costs.  Although  not  endorsing  any 
specific  reductions  in  forces,  Senator  Nunn  noted  that  redundancy  and 
duplication  are  costing  billions  of  dollars  a  year  and  called  for  a  far-reaching 
review  of  the  U.S.  military's  roles  and  missions. 
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Review  of  Roles  and  Missions  bv  the  Chairman  of  the  Joint  Chiefs  of  Staff 

In  the  triennial  report  required  by  the  Goldwater-Nichols  Act,  the  Chairman 
of  the  Joint  Chiefs  of  Staff  (JCS)  undertook  an  extensive  review  of  the 
services'  roles  and  missions  that  responded  to  many  of  Senator  Nunn's 
questions.  In  that  report,  published  in  February  1993,  then  Chairman  General 
Colin  Powell  expressed  strong  support  for  maintaining  seemingly  redundant 
capabilities  among  the  services.  General  Powell  felt  that  the  availability  of 
similar  but  specialized  capabilities  represented  by  forces  in  different  services 
allows  commanders  to  tailor  U.S.  military  response  to  any  contingency, 
regardless  of  geographic  location  or  the  nature  of  the  threat.  Although 
emphasizing  the  need  for  duplication  in  some  areas,  General  Powell  conceded 
that  the  military  establishment  could  reduce  the  degree  of  redundancy. 
Moreover,  he  did  recommend  some  reductions  and  consolidations  in  forces, 
including  those  in  areas  such  as  air  defenses  for  North  America  and  repair 
depots.  Nevertheless,  he  saw  no  need  at  that  time  for  major  restructuring  or 
fundamental  shifts  in  roles  and  missions. 

The  Chairman,  however,  did  recommend  further  study  of  more  far- 
reaching  changes.  These  included  reducing  Army  forces  for  rapid  response, 
relying  on  the  Army  to  provide  fire  support  for  the  Marines,  and  consolidating 
some  maintenance  support  activities.  (Table  1  lists  some  of  the  issues  raised 
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by  Senator  Nunn  and  the  Chairman's  response  to  them.)    Since  General 

Powell  issued  his  report,  the  Administration  has  taken  some  of  the  actions 

that  were  recommended  for  further  study.     Specifically,  in  the  Defense 

Department's  budget  request  for   1995,  the  Marine  Corps  canceled  its 

purchase  of  heavy  artillery  pieces  and  will  instead  rely  on  the  Army  for 

support  in  this  area.     Thus,  the  military  itself  is  taking  steps  to  reduce 

needless  duplication. 


THE  DEBATE  OVER  FURTHER  CONSOLIDATIONS  CONTINUES 

Some  defense  experts  argue  that  any  reductions  in  the  size  of  the  defense 
establishment  below  current  levels  would  endanger  U.S.  security.  They 
believe  in  part  that  duplicative  and  redundant  forces  provide  some  insurance 
against  unknown  and  unexpected  threats.  When  capability  resides  in 
differently  configured  forces,  such  as  land-based  and  sea-based  aircraft,  such 
forces  provide  multiple  ways  to  attack  the  enemy,  thereby  complicating  its 
defense  task.  Moreover,  eliminating  seemingly  redundant  forces  would  reduce 
the  total  capability  of  the  U.S.  military,  thus  making  it  difficult,  if  not 
impossible,  for  the  Department  of  Defense  to  meet  its  goal  of  being  able  to 
fight  two  regional  conflicts  nearly  simultaneously. 
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TABLE  1.  AREAS  FOR  POSSIBLE  CONSOLIDATION  AS  A 

RESULT  OF  CHANGING  ROLES  AND  MISSIONS 


Issues  Raised  by 
Senator  Nunn 


Action  Taken  or  Recommended  by  the 
Chairman  of  the  Joint  Chiefs  of  Staff 


Air  Forces 

Strike  aircraft  based 
on  land  and  on  carriers 

Marine  aircraft  and 
naval  aircraft  in  support 
of  Marine  operations 

Ground  Forces 

Infantry  divisions  in 
Army  and  Marines 

Artillery  and  tank  forces  in 
Army  and  Marines 

Support  Activities  for  All  Services 

Initial  pilot  training 


Medical  corps 
Maintenance  depots 


Maintain  status  quo 


Maintain  two  air  forces,  but  integrate 
some  forces  and  reduce  overall  size 


Explore  possibility  of  reducing  number  of  Army 
light  divisions 

Study  concept  of  allowing  Army  to  provide 
at  least  some  artillery  support  for  Marines 


Consolidate  initial  training  for  pilots  of 
fixed-wing  aircraft  and  use  common  trainer; 
study  concept  of  consolidating  all  initial 
helicopter  pilot  training  at  Army  aviation  school 

Not  addressed 

Consider  closing  7  or  8  of  the  30  depots 


SOURCE:  Congressional  Budget  Office  based  on  Senator  Sam  Nunn,  The  Defense  Department  Must  Thoroughly 
Overhaul  the  Services'  Roles  and  Missions,"  Congressional  Record,  July  2, 1992,  p.  S9559,  and  Chairman 
of  the  Joint  Chiefs  of  Staff,  Report  on  the  Roles,  Missions,  and  Functions  of  the  Armed  Forces  of  the 
United  States  (February  1993). 
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At  the  same  time,  other  defense  experts,  including  some  Members  of 

Congress,  feel  that  General  Powell's  report  did  not  go  far  enough  in  its 

recommendations  for  consolidation  and  left  many  questions  unanswered. 

Indeed,  some  Members  believe  that  failing  to  deal  with  the  issues  Senator 

Nunn  raised  will  diminish  U.S.  military  capability  by  expending  limited 

defense  resources  on  needless  duplication  and  inefficiency. 

Consequently,  in  its  bill  authorizing  defense  spending  for  1994,  the 
Congress  established  an  independent  commission  to  study  the  military 
services'  roles  and  missions.  This  commission,  which  is  now  being  formed, 
will  be  composed  of  private  citizens  appointed  by  the  Secretary  of  Defense 
and  will  consider  changes  more  far-reaching  than  those  endorsed  by  General 
Powell.  The  Congress  gave  the  commission  a  very  broad  charter  and 
instructed  it  to  review  the  support  requirements  for  the  entire  U.S.  military 
establishment,  as  well  as  the  functions  of  each  of  the  military  services.  The 
commission's  report  on  its  review,  however,  is  not  due  to  be  submitted  to  the 
Congress  until  a  year  after  its  first  meeting. 

Finally,  Members  of  both  the  Administration  and  the  Congress  have 
expressed  concerns  about  whether  the  presently  planned  defense  structure  is 
affordable  given  today's  budget  constraints.  Secretary  of  Defense  Perry  has 
admitted  that  DoD's  five-year  plan  is  underfunded.    Eliminating  needlessly 
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duplicative  capabilities  from  the  U.S.  military  establishment  may  be  one  way 

to  reduce  budget  pressure  while  sacrificing  as  little  capability  as  possible. 

In  the  meantime,  to  provide  information  for  this  ongoing  debate  about 
service  roles  and  missions,  this  Committee  asked  the  Congressional  Budget 
Office  (CBO)  to  evaluate  budget  implications  of  possible  changes  in  service 
roles  and  missions.  In  response,  we  examined  further  consolidations  along  the 
lines  of  those  suggested  by  Senator  Nunn,  but  beyond  those  recommended  by 
General  Powell.  Such  consolidations  are  possible  in  two  broad  categories- 
support  activities  and  conventional  forces. 


Support  Activities 

Consolidating  some  support  functions  that  each  of  the  services  provides 
independently-such  as  maintenance  facilities,  initial  training,  and  medical 
services-might  improve  efficiency  and  yield  savings.  As  the  size  of  the 
services  decreases  over  the  next  few  years,  the  facilities  that  each  has 
developed  may  not  be  used  to  capacity.  Consolidating  functions  and  closing 
the  least-used  facilities  could  save  money  in  the  long  run.  (See  Table  2  for 
a  list  of  possible  consolidations  of  support  activities.)  Furthermore,  such 
consolidations,  though  potentially  lowering  costs,  would  not  diminish  overall 
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TABLE  2.  SUPPORT  ACTIVITIES  IN  WHICH 

CONSOLIDATION  COULD  REALIZE  SAVINGS 


Area 


Potential  Consolidation 


Examples 


Maintenance  Depots        Consolidate  similar  facilities  Place  all  aeronautical  depots  within 

across  service  lines  the  Air  Force 


Training  Facilities 


Medical  Services 
Legal  Services 
Helicopter  Support 


Consolidate  initial  pilot  training    Conduct  all  initial  fixed-wing  pilot 

training  at  one  fadlitiy,  conduct 
all  initial  helicopter  pilot  training 
at  one  Army  facility 

Combine  the  services'  Medical      Create  a  DoD-wide  health  agency 
Corps 

Combine  the  services'  JAG  Combine  all  legal  services  into  one 

Corps  DoD-wide  organization 


Combine  all  noncombat 
helicopter  forces 


Have  Army  provide  general 
helicopter  support  for  all  services 


SOURCE        Congressional  Budget  Office. 

NOTE:       DoD  -  Department  of  Defense;  JAG  -  Judge  Advocate  General. 
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U.S.  military  capability  because  they  would  not  reduce  the  number  of  forces 

available  for  combat. 

The  military  has  endorsed  the  concept  of  consolidating  support 
activities,  but  only  when  it  feels  that  such  a  change  would  not  affect  the 
services'  abilities  to  train  and  equip  their  forces.  Thus,  General  Powell  did 
endorse  some  streamlining  of  the  depot  system,  but  did  not  support 
consolidating  depots  across  service  lines~for  example,  putting  the  Army  in 
charge  of  all  maintenance  work  on  helicopters  from  all  services.  In  a  similar 
vein,  he  supported  some  consolidation  of  initial  pilot  training,  but  did  not 
endorse  having  single  centers  for  initial  training  of  fixed-wing  or  helicopter 
pilots.  Nonetheless,  these  more  radical  changes  in  the  way  DoD  supports  its 
services,  which  General  Powell  did  not  recommend,  are  the  ones  that  have  the 
potential  to  save  the  most  money. 

Other  consolidations  have  been  mentioned  but  have  also  been  opposed 
by  the  military,  though  for  other  reasons.  For  example,  one  proposal  would 
bring  medical  and  legal  services  that  are  now  provided  by  each  branch  of  the 
military  under  DoD-wide  organizations.  Opposing  this  idea,  General  Powell's 
report  maintained  that  consolidating  legal  services  would  not  save  money. 
Another  change  in  the  delivery  of  support  services  would  make  one  service- 
most  likely  the  Army-responsible  for  providing  noncombat  helicopter  support 
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for  all  the  services.  General  Powell  supported  this  concept,  but  only  in  a  very 
limited  sense.  Thus,  although  the  military  is  consolidating  some  activities  as 
it  is  faced  with  a  shrinking  establishment  and  budget,  room  still  remains  for 
more  aggressively  eliminating  redundancies  within  the  system. 

Consolidating  activities  across  service  lines,  however,  would  cause  some 
disruption  in  the  current  support  infrastructure.  In  many  cases,  consolidating 
functions  would  require  reassigning  and  relocating  personnel  or  equipment  as 
some  training  facilities  or  depots  were  closed  and  others  were  designated  for 
multiple-service  use.  In  the  short  run,  some  consolidations  might  require  one- 
time investments  similar  to  those  associated  with  base  closings,  but  improving 
the  military's  efficiency  in  providing  support  activities  to  its  combat  forces 
would  undoubtedly  save  money  in  the  long  run. 

From  this  brief  discussion  of  the  issues  raised  by  consolidating  support 
activities,  it  is  clear  that  potential  savings  must  be  balanced  against  less 
tangible  factors:  inconvenience,  the  need  for  new  working  relationships  and 
lines  of  authority,  and  transitional  costs  and  disruptions.  In  the  end,  some 
consolidations  might  lead  to  a  streamlined  and  more  efficient  support 
establishment.  At  your  request,  we  are  currently  analyzing  several  support 
activities,  including  depot  maintenance,  pilot  training,  and  medical  care.  We 
will  provide  the  results  to  the  Committee  when  our  analysis  is  complete. 
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Conventional  Forces 

In  the  meanwhile,  the  bulk  of  this  analysis  focuses  on  the  impact  of  changing 
roles  and  missions  in  the  military's  conventional  forces.  These  forces, 
designed  to  fight  nonnuclear  wars  such  as  Desert  Storm,  represent  the  most 
expensive  portion  of  the  U.S.  military.  Given  the  overwhelming  superiority 
that  U.S.  forces  demonstrated  in  Desert  Storm,  it  might  be  possible  to 
eliminate  some  duplicative  forces  without  endangering  U.S.  national  security. 


ILLUSTRATIVE  OPTIONS 

THAT  REFLECT  REVISED  ROLES  AND  MISSIONS 


To  illustrate  the  type  of  savings  that  might  be  possible  by  changing  current 
service  roles  and  missions,  CBO  examined  several  options  that  would 
eliminate  or  reduce  the  overlap  in  capabilities  fielded  by  two  services  to 
perform  the  same  mission.  The  options  provide  a  vehicle  to  examine  the 
trade-offs  between  the  savings  that  would  be  realized  and  the  capabilities  that 
would  be  lost  if  they  were  adopted.  They  are  not  meant  to  represent  an 
exhaustive  list.  Finally,  although  the  savings  associated  with  the  options  are 
presented  in  quantitative  terms  (see  Table  3),  the  attendant  losses  in 
capabilities  are  discussed  in  qualitative  terms  only. 
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TABLE  3.       SAVINGS  RESULTING  FROM  ILLUSTRATIVE 
CHANGES  IN  SERVICE  ROLES  AND  MISSIONS 

(By  fiscal  year,  in  millions  of  dollars  of  defense  budget  authority) 


Change  1995         19%         1997        1998         1999        Total 


Rely  More  on  the  Marine  Corps 

for  Expeditionary  Forces; 

Reduce  Number  of  Army  Light 

Divisions  520       1,810       3,170         4,220       4,740      14,460 

Make  the  Army  Responsible  for 
Its  Own  Close  Air  Support 

Eliminate  5  Air  Force  wings 

Eliminate  2  Air  Force  wings 

Reduce  Navy  Aircraft  in  Support 

of  Marine  Operations  40  110  200  280  380       1,010 

Rely  More  on  the  Air  Force 
for  Power  Projection 

Eliminate  5  carriers  and  air 


140 

340 

610 

930 

1,170 

3,190 

140 

340 

440 

470 

490 

1,880 

wings* 

3,070b 

1,840 

2,930 

4,090 

5,450 

17^80 

Eliminate  2  carriers  and  air 

wings 

2,790" 

700 

940 

1,190 

L220 

6,840 

Increase  Reliance  on  Army 

Systems  for  TMD 

Terminate  all  Air  Force 

and  naval  efforts 

600 

690 

690 

910 

960 

3,850 

Terminate  all  Air  Force 

and  naval  area  defense 

efforts 

400 

440 

400 

610 

700 

2^50 

SOURCE:       Congressional  Budget  Office  based  on  Department  of  Defense  data. 
NOTE         TMD  =  theater  missile  defense. 

a.  Also  eliminates  some  surface  ships  and  submarines  to  reflect  reduced  need  for  escort  and  replenishment  ships. 

b.  Includes  savings  resulting  from  canceling  procurement  of  an  aircraft  carrier. 
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CBO  had  several  criteria  for  selecting  and  structuring  the  options.  The 

primary  factor  in  defining  each  illustration  was  the  savings  that  would  be 

realized  by  eliminating  duplicative  forces.  In  choosing  which  of  the  redundant 

forces  would  be  retained,  however,  CBO  weighed  several  considerations. 

These  factors  included  the  different  capabilities  of  the  forces  involved  and 

whether  some  forces  were  capable  of  performing  more  than  one  mission. 

Another  factor  was  the  efficiency  of  each  of  the  duplicative  forces  in 

performing    a    given    mission.       A    final    factor    involved    operational 

considerations.     Not  all  of  these  factors  were  applied  the  same  way  in 

structuring  each  option,  but  they  played  some  part  in  all  of  them. 


Rely  on  the  Marine  Corps  to  Provide  the  Bulk  of  Expeditionary  Forces 

Both  the  Army  and  the  Marine  Corps  train  and  equip  large  numbers  of  troops 
to  respond  rapidly  to  a  crisis  anywhere  in  the  world.  All  of  the  Marine 
Corps's  three  divisions  are  designed  for  this  purpose,  and  four  of  the  Army's 
12  divisions  are  configured  without  heavy  equipment  so  that  they,  too,  can  be 
transported  easily.  These  "light"  divisions  in  the  Army  include  one  airborne 
division,  one  air  assault  division,  and  two  light  infantry  divisions.  The  Army's 
other  eight  divisions  include  heavy  weapons  such  as  tanks  and  require  large 
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amounts  of  sealift  or  airlift  to  be  sent  to  trouble  spots.  The  Army  plans  to 

eliminate  two  of  these  heavy  divisions  in  the  next  five  years. 

Historical  evidence  suggests  that  the  U.S.  military  may  not  need  this 
many  light  divisions,  as  they  are  currently  designed,  to  respond  quickly  to 
international  incidents.  Of  the  215  incidents  that  required  U.S.  military 
intervention  between  1945  and  1978,  only  5  percent  involved  a  force  of 
division  size  or  larger.  And  it  has  been  almost  50  years  since  the  United 
States  has  deployed  an  entire  division  by  parachute  drop,  the  mission  for 
which  the  Army's  airborne  division  is  trained  and  equipped. 

This  option  would  assign  the  Marines  primary  responsibility  for 
providing  contingency  forces.  The  three  Marine  divisions,  each  equipped  with 
small  numbers  of  tanks  and  lightly  armored  vehicles,  are  well  designed  to 
respond  to  crises  worldwide  when  supported  by  Marine  air  wings.  The  option 
would  eliminate  from  the  Army's  force  structure  those  divisions  with  the  least 
fire  power-the  light  infantry  divisions.  It  would  also  combine  the  airborne 
and  air  assault  forces  into  one  division,  only  one  brigade  of  which  would  be 
designated  for  parachute  drop,  since  Army  rangers  and  special  forces  would 
provide  additional  parachute  capability.  Adopting  this  option  would  result  in 
savings  of  $520  million  in  1995  and  more  than  $14  billion  over  the  next  five 
years  compared  with  the  Administration's  plan. 
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Even  though  the  Army  would  retain  one  light  division  composed  of 
airborne  and  air  assault  forces,  as  well  as  additional  ranger  and  special  forces 
units,  this  option  would  obviously  limit  the  Army's  capability  to  respond  in 
some  circumstances.  The  military  would  instead  have  to  rely  more  on  the 
Marines  to  respond  to  contingencies. 


Make  the  Army  Responsible  for  Close  Air  Support 

Ground  forces  and  air  forces  have  typically  operated  in  the  same  area  and 
provided  each  other  with  mutual  support.  Forces  on  the  ground  have 
defended  air  bases  from  attack  from  both  land  forces  and  enemy  aircraft. 
Conversely,  air  forces-in  missions  referred  to  as  close  air  support-have 
attacked  from  the  air  enemy  ground  forces  that  are  beyond  the  reach  of 
ground-based  weapons.  These  roles  have  become  more  complex,  however,  as 
ground-based  weapons-helicopters  and  artillery  in  particular— have  attained 
the  ability  to  attack  enemy  ground  forces  at  longer  ranges.  As  a  result,  the 
Army  has  become  less  dependent  on  the  Air  Force  for  air  support. 

This  option  would  relieve  the  Air  Force  of  the  responsibility  for 
providing  close  air  support  to  the  Army.  The  Army  would  have  to  rely 
instead  on  its  own  assets,  such  as  attack  helicopters  and  artillery,  to  attack 
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enemy  ground  forces  beyond  the  range  of  weapons  such  as  tanks.  The  Army's 
attack  helicopters  and  artillery  systems  are  increasingly  able  to  attack  targets 
at  longer  ranges  and  should  be  able  to  fill  this  role. 

This  option  would  yield  significant  savings  if  it  led  to  the  elimination  of 
all  aircraft  assigned  to  the  close  air  support  mission  in  the  Air  Force-about 
25  percent  of  the  total  fighter  force.  Retiring  all  of  the  Air  Force's  A- 10s  and 
about  one-third  of  its  F-16s  would  reduce  the  size  of  the  Air  Force  by  about 
five  wings.  Such  a  reduction  in  force  could  save  $140  million  in  1995  and  $3.2 
billion  over  the  next  five  years  compared  with  the  Administration's  plan. 

Eliminating  one-third  of  the  Air  Force's  F-16s,  however,  could  limit  the 
Air  Force's  ability  to  carry  out  its  other  missions.  The  F-16  is  a  multirole 
fighter  capable  of  performing  other  tasks,  such  as  air-to-air  combat,  besides 
close  air  support.  Cutting  the  F-16  fleet  by  one-third  and  the  tactical  Air 
Force  by  25  percent  would  represent  a  major  reduction  in  overall  Air  Force 
capability.  A  less  drastic  reduction  would  eliminate  only  those  aircraft 
devoted  solely  to  close  air  support  (the  A- 10s)  and  would  result  in  a  smaller 
cut  in  the  overall  size  of  the  Air  Force-two  wings,  or  about  10  percent. 
Retiring  only  the  A-lOs  would  yield  more  modest  savings  of  slightly  less  than 
$2  billion  over  the  next  five  years. 
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Eliminating  close  air  support  aircraft  from  the  Air  Force  would  have  its 

disadvantages.  It  would  cut  the  number  of  ways  that  a  U.S.  commander  could 

attack  enemy  ground  forces  in  close  proximity  to  U.S.  ground  forces.  It  might 

also  diminish  the  Air  Force's  ability  to  attack  targets  on  the  ground  before 

Army  forces  arrive  at  remote  trouble  spots.    These  limitations  have  to  be 

weighed,  however,  against  the  large  savings  that  could  be  realized. 


Reduce  Navy  Aircraft  in  Support  of  Marine  Operations 

In  the  same  way  that  the  Air  Force  provides  support  for  Army  operations,  the 
Navy  provides  aircraft  in  support  of  Marine  operations.  In  the  case  of  the 
Navy  and  the  Marines,  however,  the  duplication  of  capability  is  much  more 
direct.  Both  services  field  and  fly  large  numbers  of  F/A-18s,  along  with 
several  other  types  of  aircraft.  Although  Navy  and  Marine  fighter  aircraft 
such  as  the  F/A-18  were  assigned  different  missions  during  the  Cold  War, 
their  missions  today  are  becoming  very  similar. 

This  option  would  eliminate  from  the  Navy's  carrier-based  force  some 
of  those  aircraft  that  duplicate  forces  fielded  by  the  Marines.  The  Marines 
operate  16  squadrons  of  F/A-18s  containing  about  190  aircraft  of  the  same 
model  as  those  operated  by  the  Navy.   This  option  would  reduce  naval  air 
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forces  by  10  F/A-18  squadrons  phased  in  over  five  years.  Savings  from  such 

a  reduction  would  be  $40  million  in  1995  and  $1  billion  over  the  next  five 

years  compared  with  the  Administration's  plan. 

Although  the  savings  associated  with  this  option  would  be  substantial, 
the  potential  drawbacks  are  also  significant  Eliminating  120  Navy  F/A-18s 
would  cut  the  Navy's  F/A-18  force  by  more  than  one-third  and  reduce 
combined  Navy  and  Marine  F/A-18s  by  more  than  20  percent.  With  such  a 
significant  cut,  the  United  States  could  find  it  difficult  to  take  part  in  two 
regional  conflicts  nearly  simultaneously.  Although  of  less  concern,  reducing 
the  number  of  Navy  aircraft  could  make  it  difficult  for  the  Navy  to  equip  its 
carriers  with  a  full  complement  of  planes.  Basing  more  Marine  Corps 
squadrons  on  Navy  carriers,  which  the  Navy  plans  to  do  increasingly  in  the 
future,  could  make  up  some  of  this  shortfall. 


Rely  More  Heavily  on  Air  Force  Bombers  for  Power  Projection 

The  United  States  has  multiple  means  to  exert  its  military  influence  or  project 
its  power  around  the  world.  That  objective  has  been  accomplished  in  the  past 
by  placing  ground  troops  ashore,  basing  U.S.  forces  abroad,  and  deploying 
naval  battle  groups  (often  including  aircraft  carriers)  off  foreign  shores.  Long- 
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range  bombers  based  in  the  United  States  have  been  equipped  in  the  past 

with  nuclear  weapons  and  held  in  reserve  for  strategic  attack.  Today,  rearmed 

with  conventional  weapons,  these  aircraft  duplicate  the  nonnuclear  capabilities 

of  aircraft  carriers  and  their  strike  aircraft 

This  option  would  shift  the  reliance  for  air  strikes  on  distant  targets 
away  from  the  carrier  fleet  and  assign  it  primarily  to  the  Air  Force's  long- 
range  bombers.  Relieving  the  Navy  of  this  role  would  allow  it  to  focus  on 
providing  forces  for  warfighting  only.  The  reductions  in  the  size  of  the  carrier 
fleet  that  would  be  possible  as  a  result  in  this  shift  in  mission  could  yield 
significant  savings. 

This  change  would  leave  the  Navy  with  the  primary  mission  of  its 
carriers  being  to  support  one  major  regional  contingency  only.  The  Navy  then 
could  shrink  its  carrier  fleet  to  seven,  more  than  enough  to  fulfill  this  mission. 
Should  a  second  conflict  break  out  simultaneously  in  another  region,  Air 
Force  bombers  would  be  available  to  provide  strike  capability.  Reducing  the 
number  of  carriers  from  12  to  7,  and  eliminating  their  associated  escort  and 
support  ships  and  air  wings,  would  yield  savings  of  $3.1  billion  in  1995  and 
more  than  $17  billion  over  the  next  five  years  compared  with  the  Administra- 
tion's plan. 
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Reducing  the  number  of  carriers  by  almost  half,  from  12  to  7,  would 

mean  a  change  in  how  the  United  States  executes  its  national  security  policy. 

It  is  true  that  long-range  Air  Force  bombers  should  be  able  to  attack  any 

region  in  the  world  operating  either  from  bases  near  the  region  or  from  the 

continental  United  States  and  relying  on  in-flight  refueling.    Nevertheless, 

bombers  cannot  play  the  same  diplomatic  role  that  carriers  have  played  in 

U.S.  execution  of  its  foreign  policy  during  recent  decades.    Carriers  can 

remain  on  station  for  extended  periods  of  time,  and  they  can  collect  valuable 

information  while  providing  U.S.  presence.  Bombers  have  only  limited  ability 

to  provide  these  same  capabilities.  And  although  the  presence  of  other  types 

of  Navy  surface  ships  can  remind  nations  of  U.S.  concern,  only  carriers  can 

launch  repeated  air  attacks,  if  that  is  what  is  required. 

A  more  modest  shift  of  responsibility  for  air  strikes  on  distant  targets 
from  the  Navy  to  the  Air  Force  would  result  in  reducing  the  carrier  force 
from  12  to  10  rather  than  7.  A  10-carrier  force  would  be  just  sufficient  to 
support  two  regional  conflicts  simultaneously,  and  it  would  be  able  to  provide 
presence  at  least  part  of  the  time  in  three  areas  of  the  world.  And  compared 
with  a  seven-carrier  force,  it  would  provide  the  Commander-in-Chief  with 
more  flexibility  to  dispatch  carriers  to  hot  spots  in  order  to  demonstrate  U.S. 
resolve.   Savings,  however,  would  be  more  modest  than  in  a  reduction  to  a 
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seven-carrier  fleet~$2.8  billion  in  1995  and  $6.8  billion  from  1995  to  1999 

compared  with  the  Administration's  plan. 


Any  reduction  in  the  carrier  fleet  and  associated  air  wings  would 
obviously  diminish  U.S.  ability  to  respond  to  crises  and  project  its  power 
worldwide.  The  military  capability  of  carrier  battle  groups  cannot  be  provided 
by  long-range  bombers  or  task  forces  composed  of  other  types  of  surface 
ships.  With  annual  operating  costs  of  $900  million  (in  1995  dollars)  for  each 
carrier  battle  group,  however,  this  tool  may  be  too  expensive  to  retain. 


Relv  Primarily  on  Armv  Systems  for  Theater  Missile  Defense 

In  the  past,  the  Army  has  been  the  service  assigned  the  mission  of  defending 
specific  and  limited  geographic  areas  or  locations  from  air  attack.  For  this 
reason,  the  Army  developed  various  air  defense  systems  designed  to  protect 
areas  of  different  sizes,  including  civilian  populations  as  well  as  its  own  forces. 
The  Air  Force  and  the  Navy  designed  air  defenses  primarily  to  protect  then- 
own  forces-aircraft  carry  air-to-air  missiles  to  shoot  down  other  aircraft,  and 
ships  have  guns  and  missiles  designed  to  ward  off  airborne  threats.  Each  of 
the  services'  air  defenses  can  protect  areas  and  populations  by  shooting  down 
aircraft  on  the  way  to  their  targets.    The  Army,  however,  developed  and 
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fielded  systems  specifically  designed  to  defend  land  masses  of  various  sizes. 
Now,  each  of  the  services-the  Army,  the  Navy,  and  the  Air  Force-is 
developing  the  means  to  defeat  enemy  theater  ballistic  missiles. 

This  option  would  give  the  Army  primary  responsibility  for  defending 
areas  against  theater  ballistic  missiles  by  terminating  funding  for  Navy  and  Air 
Force  systems  in  favor  of  those  that  the  Army  is  pursuing.  In  particular,  it 
would  terminate  work  on  the  Navy's  point  and  area  defenses  and  cancel  two 
Air  Force  programs,  one  developing  the  Brilliant  Eyes  space-based  sensors 
and  one  developing  boost-phase  interceptors.  It  would  also  reduce  general 
support  funds  in  the  theater  missile  defense  (TMD)  effort  that  are  not  tied  to 
specific  programs.  Work  would  continue  on  the  Army's  two  systems  for  point 
defense-Corps  Surface  to  Air  Missile  (SAM)  and  Patriot-and  its  Theater 
High-Altitude  Area  Defense  (THAAD)  system.  Savings  would  amount  to 
$600  million  in  1995  and  $3.8  billion  over  the  next  five  years  compared  with 
the  Administration's  plan. 

This  option  would  favor  the  Army's  land-based  systems  over  the  Navy's 
sea-based  systems  partly  because  of  traditional  roles  and  missions,  but  also 
because  they  can  provide  defensive  capability  well  inland  as  well  as  for  areas 
close  to  the  coast.  At  the  same  time,  sea-based  systems  are  limited  in  their 
ability  to  provide  a  defensive  umbrella  over  land.    This  coverage  can  be 
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limited  even  further  if  the  ships  on  which  the  defenses  are  mounted  are 

forced  off-shore  by  hostile  antiship  weapons. 

Conversely,  sea-based  defenses-both  point  and  area  defense  systems- 
can  provide  protection  for  forces  ashore  before  land-based  systems  have  been 
deployed  through  ports  or  airfields.  Indeed,  sea-based  defenses  can  protect 
ports  or  coastal  areas  as  land  forces  arrive  in  theater.  In  addition,  under 
certain  conditions  ship-based  area  defenses  can  be  positioned  between  an 
adversary  and  its  potential  target-between  North  Korea  and  Japan,  for 
example— thereby  providing  much  more  extensive  coverage  than  would  be 
possible  with  land-based  defenses.  Canceling  all  sea-based  defenses  would 
eliminate  these  capabilities. 

A  less  drastic  change  to  the  Administration's  theater  missile  defense 
program  would  limit  naval  TMD  systems  to  those  designed  to  defend  small 
areas-the  Navy's  point  defense  systems.  By  canceling  only  the  Navy's  area 
defense  system,  this  approach  would  provide  more  flexibility  for  deploying 
TMD  systems  and  allow  the  use  of  either  land-  or  sea-based  point  defenses 
in  a  conflict.  This  less  drastic  reduction  in  the  TMD  program  would  deploy 
Army  point  and  area  defenses,  and  develop  Navy  point  but  not  area  defenses. 
Savings  compared  with  the  Administration's  plan  would  be  more  modest- 
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about  $400  million  in  1995  and  just  under  $2.6  billion  from  1995  through 
1999-but  additional  flexibility  would  be  gained. 


CONCLUSION 


My  testimony  today  has  focused  on  options  that  would  reduce  the  cost  of  the 
U.S.  military  establishment  by  eliminating  some  of  the  forces  and  activities 
that  exist  in  more  than  one  service  and  that  duplicate  each  other.  The  impact 
of  the  reduction  on  total  U.S.  military  capability  was  not  evaluated  in  a 
quantitative  way.  Although  implementing  all  of  the  consolidations  in  support 
activities  that  are  mentioned  in  this  testimony  would  probably  not  significantly 
affect  overall  U.S.  military  capability  in  an  adverse  way,  the  same  cannot  be 
said  for  the  combined  effect  of  all  the  reductions  in  conventional  forces. 
Therefore,  the  increased  savings  that  would  result  from  adopting  more  than 
one  of  the  options  should  be  weighed  against  the  combined  effect  of  the 
potential  loss  in  capabilities. 
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Chairman  Sasser.  Did  you  state  in  your  opening  testimony  that 
the  roles  and  missions  assigned  to  each  service  has  remained  es- 
sentially unchanged  since  1948? 

Dr.  REISCHAUER.  Yes;  that  is  true.  While  that  might  sound  on 
the  surface  like  a  startling  bit  of  inflexibility,  one  has  to  remember 
that  from  1948  through  1990,  the  threat  and  the  potential  enemy 
that  the  United  States  faced  remained  largely  unchanged,  and  the 
location  in  which  a  conflict  might  break  out  seemed  fairly  certain. 
We  had  a  potential  enemy,  which  was  the  Soviet  Union,  and  we 
were  in  a  sense  preparing  for  several  contingencies  that  might  re- 
sult from  that  geopolitical  situation.  It  is  just  since  1990,  really, 
that  the  world  has  begun  to  change,  and  with  it  our  thinking  about 
our  defense  establishment. 

Chairman  Sasser.  So  this  doctrine  in  1948  laying  out  the  roles 
and  missions  was  designed  to  fight  an  enormous  land-based  empire 
of  the  Soviet  Union  that  stretched  from  Eastern  Europe  to  Asia? 

Dr.  Reischauer.  Yes,  and  one  with  considerable  strategic  capa- 
bility. 

Chairman  Sasser.  So  despite  numerous  technical  and  inter- 
national changes  and  frequent  studies  that  have  taken  place  over 
the  years,  including  a  recent  study  by  the  Joint  Chiefs  of  Staff,  the 
Pentagon  continues  to  live  essentially  according  to  the  lines  of  au- 
thority that  were  laid  down  almost  50  years  ago,  except  there  have 
been  some  growing  efforts,  as  I  perceive,  in  the  various  services 
trying  to  overlap. 

For  example,  in  1948,  the  number  of  Marine  divisions  depended 
on  the  whims  of  the  various  Administrations  and  the  Congress,  but 
now  that  is  in  law.  That  was  put  into  law  sometime  in  the  early 
1950's.  You  have  got  to  have  three  Marine  Corps  divisions,  and 
then  with  that  the  Marine  Corps  have  their  own  air  support,  their 
own  artillery,  et  cetera,  et  cetera,  just  as  they  did  with  the  great 
reinforced  amphibious  divisions  with  the  Second  World  War. 

So  within  the  lines  laid  out  in  1948,  it  appears  to  me  that  you 
have  had  growth  within  those  lines  and  more  overlap.  Dr. 
Reischauer,  you  or  your  associate  might  want  to  comment  on  that 
observation. 

Dr.  Reischauer.  I  think  that  is  generally  true.  New  technologies 
have  emerged,  and  when  they  have  been  developed,  all  of  the  serv- 
ices have  wanted  to  find  an  application  within  their  roles  and  mis- 
sions. Also,  the  individual  services  want  to  be  as  independent  as 
they  can  be  and  have  as  much  flexibility  to  respond  as  possible, 
without  relying  on  others.  I  think  these  are  natural  tendencies,  but 
what  we  are  seeing  now  is  a  period  in  which,  due  to  budgetary 
pressures  and  the  emphasis  on  reinventing  government,  we  are 
going  to  have  to  rethink  this  in  a  substantial  way. 

Chairman  Sasser.  Well,  what  impact  would  implementing  all  the 
support  activity  consolidations  that  have  been  considered  by  CBO 
have  on  our  combat  capability,  both  in  the  medium  term  and  in  the 
long  term? 

Dr.  Reischauer.  We  have  not  completed  our  analysis  of  the  sup- 
port consolidations,  but  on  the  surface  it  would  appear  that  consoli- 
dating support  activities  would  have  very  little,  if  any,  impact  on 
our  combat  capabilities,  particularly  in  the  very  short  run. 
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Chairman  Sasser.  Well,  what  was  the  primary  factor  in  deter- 
mining which  conventional  force  options  the  Congressional  Budget 
Office  examined? 

Dr.  Reischauer.  The  criterion  that  we  used  to  make  our  selec- 
tion really  was  how  much  would  be  saved.  There  is  lots  of  duplica- 
tion that  might  exist,  but  not  every  consolidation  would  necessarily 
involve  much  in  the  way  of  savings,  so  we  were  driven  largely  by 
budgetary  considerations. 

Chairman  Sasser.  Well,  if  you  are  focusing  on  forces  that  dupli- 
cate each  other  for  consolidation,  would  the  implementation  of  the 
CBO  conventional  force  options  deprive  the  United  States  of  the  ca- 
pability to  execute  a  single  individual  mission? 

Dr.  Reischauer.  That  is  correct.  We  are  not  eliminating  any  ca- 
pability in  its  entirety.  We  are  reducing  some  duplication.  And 
often  there  would  be  some  residual  remaining  duplication. 

It  is  also  worth  keeping  in  mind  that  should  this  Nation  get  in- 
volved in  some  conflict  abroad,  it  is  likely  to  do  so  in  concert  with 
friends  and  allies,  and  they  have  capabilities,  as  well,  that  can  be 
meshed  with  ours. 

Chairman  Sasser.  Indeed  they  do.  So  if  we  exercise  these  options 
that  you  have  laid  out  here,  we  would  still  retain  expeditionary 
forces,  we  would  still  have  close  air  support  for  Army  activities, 
still  have  aircraft  for  Marine  Corps  operations,  still  have  power 
projection  forces,  still  have  theater  missile  defense  programs  inde- 
pendent of  our  allies. 

Dr.  Reischauer.  That  is  correct. 

Chairman  Sasser.  When  you  are  talking  about  phasing  out  cer- 
tain aircraft  that  the  Air  Force  uses  now  or  has  dedicated  to  close 
air  support  to  Army  operations,  principally  the  A-10  and  the  F-16, 
what  happens  to  those  A-10's?  Do  they  go  out  of  service,  or  are 
they  transferred  to  the  Army? 

Ms.  Lussier.  Senator,  since  we  were  focusing  on  budgetary  sav- 
ings in  our  options,  those  duplicative  capabilities  that  we  elimi- 
nated were  considered  retired.  In  other  words,  those  A-lOs  would 
be  put  in  mothballs  and  the  associate  force  structure  would  be 
eliminated  from  the  Air  Force.  If  you  simply  transfer  the  capabili- 
ties and  the  equipment  to  another  service,  you  do  not  save  money. 

Since  the  Army  already  has  several  systems  that  are  capable  of 
attacking  enemy  ground  targets  at  long  ranges,  we  felt  that  the 
fixed-wing  aircraft  in  the  Air  Force  duplicated  that  capability  in 
the  Army,  and  therefore  some  portion  of  the  Air  Force's  close  air 
support  systems  could  be  eliminated. 

Chairman  Sasser.  What  would  the  Army  use  them  for,  heli- 
copter capability? 

Ms.  Lussier.  Yes,  Senator.  Several  defense  experts  have  asserted 
that  the  helicopters  being  equipped  with  longer-range  missiles  can 
now  attack  enemy  ground  targets  from  behind  friendly  lines  at  in- 
creasing ranges.  Also,  the  Army's  MLRS  system  and  ATACM  mis- 
siles are  being  equipped  with  precision-guided  antiarmor  muni- 
tions, which  will  be  able  to  reach  farther  into  enemy  territory  and 
attack  enemy  armor  at  longer  and  longer  ranges,  essentially  with 
impunity. 

Chairman  Sasser.  Would  the  Air  Force  still  be  available  to  fly 
air  cover  for  these  helicopter  close  support  missions? 
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Ms.  LussiER.  Of  the  two  close  air  support  options  we  considered, 
in  the  more  drastic  one  we  still  retained  two- thirds  of  the  F-16s 
in  the  Air  Force,  and  therefore  those  aircraft,  which  might  have 
other  missions  as  their  primary  responsibility  would  still  be  avail- 
able should  they  be  needed  to  provide  cover  for  the  Army. 

Chairman  SASSER.  I  just  bring  that  up,  because  it  appears  to  me 
that  the  rotary-wing  aircraft  might  be  vulnerable  themselves,  if 
they  were  operating  exclusively  without  any  air  cover  and  there 
were  other  enemy  interceptors  in  the  area  or  if  the  enemy  had  that 
kind  of  capability. 

As  I  look  over  the  option  you  analyzed,  am  I  correct  in  assuming 
that  most,  if  not  all  of  these,  were  discussed,  Dr.  Reischauer,  at 
some  point  by  either  Senator  Nunn  or  by  the  Joint  Chief  of  Staff? 

Dr.  Reischauer.  All  of  them  were  discussed  by  one  or  the  other, 
or  in  some  cases  both. 

Chairman  Sasser.  None  of  them  have  been  fully  implemented? 

Dr.  Reischauer.  Correct. 

Chairman  Sasser.  Although  your  analysis  makes  clear  these  op- 
tions are  not  completely  mutually  exclusively — and  I  am  not  en- 
dorsing all  these  options,  by  the  way,  I  have  some  reservations 
about  some  of  them  myself — but  it  appears  that  5-year  savings  of 
as  much  as  tens  of  billions  of  dollars  could  be  achieved  just  from 
the  illustrative  conventional  force  category.  I  think  that  is  correct, 
is  it  not? 

Dr.  Reischauer.  Yes,  that  is,  and  several  of  these  options,  by 
themselves  save  over  $10  billion. 

Chairman  SASSER.  And  additional  long-term  savings  could  be 
possible  from  the  support  activities,  as  well? 

Dr.  Reischauer.  That  is  true. 

Chairman  Sasser.  Let  me  defer  to  Senator  Exon  for  any  ques- 
tions that  he  might  have. 

Senator  Exon.  Mr.  Chairman,  thank  you  very  much. 

The  second  time  we  will  get  into  this  some,  as  I  understand  it 
from  reading  my  book  on  what  others  will  be  saying.  Today,  in  the 
Armed  Services  Committee,  we  went  into  a  very  thorough  discus- 
sion of  the  bottom-up  review,  whether  it  was  realistic  or  whether 
it  was  not.  We  are  going  to  have  some  additional  hearings  on  that 
basic  subject. 

Let  me  ask  of  our  present  panel  whether  or  not  you  looked  at 
and  are  making  any  recommendations  for  either  cuts  or  further  ex- 
pansion of  our  bomber  force,  which  most  people  would  agree  would 
be  an  important  part  of  our  deterrence  with  regard  to  meeting 
threats  around  the  world,  under  whatever  scenario  you  want.  Let 
us  take  the  commonly  accepted  scenario  in  which  the  bottom-up  re- 
view was  based,  in  which  you  are  simultaneously  fighting  two  re- 
gional conflicts  at  the  same  time. 

We  asked  this  morning  to  further  define  that,  and  the  modus 
operandi,  as  I  understood  it,  was  simply  a  situation  would  be  de- 
scribed in  this  fashion  for  two  conflicts,  a  Gulf-type  war  in  that 
part  of  the  world  and  to  simultaneously  fight  a  war  in  the  Korean 
Peninsular,  which  I  think  most  agree  would  be  two  major  propo- 
sitions. 

If  we  got  into  that  or  any  other  kind  of  a  conflict,  certainly  bomb- 
ers would  likely  play  a  very  key  role,  although  bombers  did  not 
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play  as  important  a  role  in  Desert  Storm  as  one  might  think,  al- 
though the  B-52  was  the  only  one  of  our  bombers  used  in  that 
desert  war.  It  did  an  excellent  job  in  some  areas.  It  was  not  a  typi- 
cal mission  that  we  generally  think  of  for  heavy  bombers. 

My  question  has  to  do  with,  in  the  study  that  you  made — and 
you  mentioned  some  of  the  things  that  you  went  into,  and  I  would 
agree  that  we  should  take  another  look-see  at  some  of  those — I 
would  simply  say  I  do  not  believe  you  mentioned  the  Armed  Serv- 
ices Committee  has  been  at  the  forefront  in  stopping  early  on  some 
of  the  new  initiatives  that  were  being  advanced  by  different  parts 
of  the  military. 

For  example,  the  Navy  came  up  with  a  plan  to  develop  a  bomber 
that  could  fly  off  a  carrier  and  have  a  1,200-mile  range.  We  in  the 
Armed  Services  Committee  said  what  do  we  need  an  Air  Force  for, 
if  we  are  going  to  have  a  whole  new  concept  of  bombers  flying  off 
of  the  decks  of  carriers  1,200  miles  away,  a  totally  different  concept 
I  think  from  what  we  thought  of  in  Key  West  or  any  other  time, 
and  that  has  been  stopped  and  we  do  not  hear  much  about  that 
any  more. 

Did  you  take  a  look  at,  and  if  so,  what  recommendations  are  you 
making  with  regard  to  the  bomber  force  that  we  are  scheduled  to 
have  under  the  bottom-up  review? 

Dr.  Reischauer.  As  you  know,  we  do  not  make  recommenda- 
tions. We  merely  present  options  to  you  and  provide  you  with  the 
cost  consequences  of  those  options.  We  are  doing  an  analysis  of  the 
affordability  of  the  Administration's  current  forces,  and  I  will  be 
testifying  on  that  next  week  and  will  be  glad  to  provide  you  with 
a  copy  of  the  testimony.  We  are  still  in  the  process  of  putting  it  to- 
gether right  now. 

[The  following  was  subsequently  submitted  for  the  record  by  Dr. 
Reischauer:] 
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The  first  detailed  Clinton  defense  plan  was  presented  to  the  Congress  in  the 
fiscal  year  1995  budget  submission.  Congressional  debate  this  year  revolves 
around  the  issues  of  whether  the  forces  in  the  plan  will  be  sufficient  to  fight 
potential  threats  and  whether  they  are  fully  funded  in  the  plan. 

This  memorandum  addresses  these  issues.  It  analyzes  the  capability  of 
the  forces  the  Clinton  Administration  expects  to  have  by  the  late  1990s  and 
their  affordability  in  both  the  near  and  longer  term.  The  memorandum  also 
evaluates  alternatives,  but  in  keeping  with  the  Congressional  Budget  Office's 
(CBO's)  mandate  to  provide  objective  analysis,  it  makes  no  recommendations. 
It  is  provided  as  background  for  testimony  by  Robert  D.  Reischauer,  Director 
of  CBO,  before  the  House  Committee  on  Armed  Services. 

Lane  Pierrot  of  CBO's  National  Security  Division  prepared  the  analysis, 
drawing  on  the  work  of  a  number  of  other  CBO  analysts.  Neil  M.  Singer, 
R.  William  Thomas,  and  Michael  A  Miller  provided  direction  during  the 
analysis.  Geoff  Cohen  developed  the  analysis  of  capability  for  two  regional 
wars  and  assisted  with  the  overall  project.  Karen  Ann  Watkins  also  provided 
extensive  assistance  during  the  analysis.  The  discussion  of  the  costs  of 
operating  weapons  builds  on  analysis  done  by  William  P.  Myers  and  Lisa 
Siegel.  William  P.  Myers  also  estimated  detailed  weapons  costs.  Frances 
Lussier,  Ivan  Eland,  and  Lane  Pierrot  provided  analysis  of  long-term  funding 
for  the  services,  while  David  Mosher  and  Raymond  J.  Hall,  Wayne  Glass, 
Rachel  Schmidt,  and  Ellen  Breslin  Davidson  and  Amy  Plapp  did  the  same  for 
ballistic  missile  defense,  environmental  cleanup,  defense  conversion,  and  DoD 
health  costs,  respectively.  Rachel  Schmidt  compiled  that  analysis.  Debbie 
Clay-Mendez  and  Amy  Belasco  contributed  freely  from  their  analysis  on  issues 
relating  to  operations  and  maintenance,  military  personnel,  and  readiness. 
David  Mosher,  Michael  O'Hanlon,  and  James  Horney  made  useful  suggestions 
during  review.  Ellen  Breslin  Davidson  reviewed  the  memorandum  for 
accuracy.  Paul  L.  Houts  edited  it,  with  assistance  from  Christian  Spoor,  and 
Cynthia  Cleveland  prepared  it  for  publication. 

Questions  about  the  analysis  may  be  addressed  to  Lane  Pierrot  at  (202) 
226-2900. 
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SUMMARY  AND  INTRODUCTION 


The  fiscal  year  1995  budget  request  is  the  first  budget  to  contain  the  Clinton 
Administration's  detailed  plans  for  defense.  The  plans  are  based  on  analysis 
done  over  the  past  year  as  part  of  the  Administration's  bottom-up  review 
(BUR).  The  review  proposes  cuts  in  conventional  forces  in  all  services  to 
meet  the  Administration's  targets  for  defense  spending.  As  a  result  of  the 
planned  cuts  in  dollars  and  force  structure,  two  major  questions  have  surfaced 
that  lie  at  the  heart  of  this  year's  defense  debate: 

o  Are  the  dollars  the  Administration  plans  to  devote  to  defense 
spending  sufficient  to  support  the  forces  that  it  expects  to  have? 

o  Are  the  forces  in  the  Administration's  plans  sufficient  for  its 
defense  strategy,  defined  by  this  Administration  as  well  as  its 
predecessor  as  the  ability  to  engage  in  two  nearly  simultaneous 
regional  conflicts? 

Clinton  defense  targets  provide  about  $104  billion  less  funding  for 
defense  during  the  1995-1999  period  than  the  Bush  Administration  would 
have  provided.1  But  the  BUR  analysis  suggests  a  number  of  forces  could  be 
cut  while  still  maintaining  the  capability  to  fight  two  regional  wars.  The 
analysis  also  recommended  canceling  or  scaling  back  a  number  of  programs. 
As  a  result  of  these  reductions,  the  $1.2  trillion  the  Administration  expects  to 
spend  on  defense  during  the  1995-1999  period  should  be  roughly  sufficient  to 
meet  requirements. 

The  Clinton  plan  cuts  operating  funding  less  than  it  cuts  forces. 
Operating  funding  would  decline  by  27  percent  from  1990  levels,  while  major 
types  of  forces  would  be  cut  from  about  one-third  (Army  divisions  and  Navy 
ships)  to  almost  one-half  (Air  Force  wings).  Thus,  the  planned  operating 
funding  should  be  sufficient  to  support  the  programmed  forces.  Procurement 
should  also  be  roughly  sufficient,  although  the  Administration  expects  to  buy 
considerably  fewer  ships,  planes,  and  tanks  than  were  bought  in  1990.  CBO's 
estimates  suggest  that  Department  of  Defense  (DoD)  stocks  of  most  major 
weapons  should  suffice  at  least  through  the  1990s. 

The  Administration's  plan  is  subject  to  several  risks,  though  they  are 
small  as  a  percentage  of  the  plan's  total  funding.  They  raise  concerns 
nonetheless  because  the  budget  fits  snugly  under  the  discretionary  caps  set  out 
in  the  Omnibus  Budget  Reconciliation  Act  of  1993  (OBRA-93),  and  because 
the  risks  could  arise  after  defense  has  experienced  a  number  of  years  of 
declining  budgets  and  thus  the  flexibility  to  address  them  might  be  lessened. 


Department  of  Defense,  Report  on  the  Bottom  Up  Re\'ien'  (October  1993),  p.  107.  The  difference  reflects  a 
Clinton  Administration  estimate  of  the  Bush  Administration  baseline. 
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The  risks  include  the  shortages  the  Administration  has  identified  in  its  plan; 
additional  costs  if  savings  from  infrastructure  reductions  are  delayed;  and  the 
possibility  that  costs  will  increase  because  of  factors  such  as  growth  in 
weapons  costs  or  requirements  for  environmental  cleanup.  Conversely,  the 
Clinton  Administration  might  make  several  further  spending  reductions  if 
funding  shortages  arise. 

The  question  of  the  affordability  of  the  Administration's  forces  is  more 
problematic  in  the  long  term.  Over  the  2000-2010  period,  DoD  would  need 
an  average  of  $12  billion  to  $25  billion  more  per  year  than  the  funding  it 
would  have  if  its  budget  only  grew  enough  to  offset  inflation  beyond  1999. 
(The  range  in  these  estimates  relates  to  whether  the  Congressional  Budget 
Office  (CBO)  assumes  that  the  costs  of  future  weapons  grow.)  The  necessity 
for  additional  funding  arises  because  future  administrations  would  have  to  buy 
more  major  weapons  on  average  during  this  period  than  are  needed  in  the 
near  term.  Modest  annual  real  growth  in  defense  spending-about  1.5  percent 
annually  from  2000  to  2010— would  provide  enough  money  even  for  the  higher 
of  these  two  budget  paths.  Should  additional  funding  for  defense  not  be 
forthcoming,  further  force  cuts  could  be  necessary  to  balance  operations  and 
acquisition  funding. 

However,  further  cuts  to  forces  might  be  acceptable.  The  threats  facing 
the  United  States  are  lower  than  they  were  during  the  Cold  War.  Instead  of 
planning  to  fight  a  major  conventional  power  such  as  the  former  Soviet 
Union,  defense  guidance  calls  for  the  capability  to  fight  two  smaller  regional 
powers,  though  at  the  same  time.  CBO's  analysis  suggests  that  the  forces  the 
BUR  provides  would  bring  substantial  capability  to  bear  in  two  regional  wars. 
(For  purposes  of  analysis,  CBO  assumed  one  war  in  Southwest  Asia  against 
Iraq  and  one  on  the  Korean  peninsula.)  Ratios  of  the  capability  of  friendly 
to  hostile  forces  in  Southwest  Asia  would  grow  from  about  0.6:1  at  the 
beginning  of  conflict  to  about  2.8:1  after  about  three  months  of  deliveries  of 
U.S.  troops  and  equipment.  A  nearly  simultaneous  conflict  in  Korea  would 
start  out  with  a  ratio  of  about  1:1  and  grow  to  about  2.6:1  after  about  two 
months  of  deliveries.  These  force  ratios  would  provide  sufficient  capability 
to  mount  offensive  operations  in  part  of  each  theater  while  retaining  enough 
forces  to  prevent  further  gains  by  the  opposition. 

These  results  suggest  that  DoD  may  be  able  to  withstand  further  force 
reductions  and  still  be  able  to  bring  significant  forces  to  bear  in  two  regional 
wars.  CBO's  analysis  considers  an  alternative  that  would  operate  fewer  forces. 
The  Congress  might  wish  to  consider  such  a  step  if  DoD  encounters  funding 
problems  in  the  future.  Alternatively,  the  Congress  may  wish  to  consider 
cutting  acquisition  programs  or  making  changes  in  the  ways  DoD  operates  its 
forces. 
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CBO's  analysis  also  includes  an  alternative  that  keeps  forces  at  1994 
levels,  rather  that  cutting  them  to  the  levels  in  the  BUR.  According  to  CBO's 
analysis  of  the  forces  the  United  States  might  field  in  two  regional  wars,  this 
alternative  provides  additional  capability,  but  the  increased  capability  would 
require  about  $70  billion  more  for  DoD  than  the  Administration  plans  to 
provide  during  the  1995-1999  period.  Although  concerns  about  a  more 
uncertain  world  might  lead  to  desires  for  additional  defense  spending,  this 
spending  might  not  be  readily  available  in  the  face  of  overall  budget 
constraints. 


DEFENSE  IN  CONTEXT 

Budgetary  decisions  for  defense  are  not  made  in  a  vacuum;  the  overall 
outlook  for  the  federal  budget  and  the  deficit  may  dictate  future  defense 
budgets  as  much  as  requirements  for  defense  spending  derived  from  DoD 
planning  scenarios.  As  long  as  the  Administration  and  the  Congress  remain 
concerned  about  the  impact  of  continuing  deficits  on  the  economy,  prospects 
for  the  deficit  will  constrain  future  federal  spending.  In  particular,  the 
Omnibus  Budget  Reconciliation  Act  of  1993  extended  caps  through  1998  on 
total  discretionary  spending-the  portion  of  the  budget  that  includes  the  bulk 
of  defense  funding. 


The  Deficit 

CBO's  March  1994  projections  for  future  deficits  are  lower  this  year  than  last. 
CBO  projects  that  the  deficit  will  decline  from  the  1993  level  of  $255  billion 
to  $228  billion  in  1994,  then  drop  sharply  to  about  $180  billion  in  1995  and 
1996.  After  that,  deficits  will  begin  to  rise  again,  and  by  1999  they  are 
projected  to  be  at  $213  billion,  or  about  80  percent  of  the  1993  level. 
Expressed  as  a  percentage  of  the  gross  domestic  product  (GDP),  the  deficit 
remains  at  about  2.5  percent  of  GDP  over  the  1995-1999  period  after 
dropping  sharply  in  1994.  The  ambitious  deficit  reduction  package  contained 
in  OBRA-93  contributes  enormously  to  the  cuts  in  deficit  levels  in  1994  and 
beyond. 


Discretionary  Caps 

Caps  on  discretionary  spending-established  by  the  Budget  Enforcement  Act 
of  1990  and  extended  by  OBRA-93--determine  the  amount  of  spending 
available  to  defense.  Discretionary  spending  encompasses  programs 
controlled  by  annual  appropriation  bills  and  is  divided  into  three  categories: 
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defense,  international,  and  domestic.  In  1991, 1992,  and  1993,  separate  caps 
applied  to  the  defense  budget  From  1994  through  1998-the  last  year  of  the 
OBRA-93  caps—defense  spending  will  be  constrained  by  ?nnna1  limits  on  total 
discretionary  spending.  OBRA-93  caps  both  the  spending  authority  the 
Congress  creates  in  these  bills  (budget  authority)  and  the  expenditures  that 
result  from  that  authority  (outlays). 

The  caps  for  discretionary  budget  authority  provide  modest  growth  in 
nominal  budget  authority,  rising  from  $518  billion  in  1995  to  $533  billion  in 
1998  (see  Table  1).  This  increase,  however,  falls  short  of  increases  needed  by 
component  programs  for  projected  inflation.  Hence,  the  programs  under  the 
caps  must  make  reductions  in  real-inflation-adjusted-terms.  The  caps  on 
total  outlays  increase  only  slightly-from  $545  billion  in  1995  to  $550  billion 
in  1998-and  are  even  more  restrictive  than  the  budget  authority  caps  given 
the  current  mix  of  spending. 

How  will  these  caps  affect  defense  spending?  Since  defense  must  now 
compete  with  other  discretionary  programs  for  funds  under  the  overall  caps, 
this  question  is  difficult  to  answer  with  certainty.  The  Administration's  plan 
for  discretionary  spending  represents  one  possible  path.  Under  that  plan,  all 
elements  of  discretionary  spending  would  experience  real  reductions  over  the 
1995-1998  period.  The  Administration's  plan  falls  short  of  the  amount  needed 
to  keep  pace  with  inflation  by  about  $120  billion.  The  Administration  plans 
for  defense  to  absorb  the  bulk  of  this  difference-almost  80  percent. 


Defense's  Share  of  Gross  Domestic  Product 

If  the  Administration's  reductions  in  defense  spending  are  realized,  defense's 
share  of  GDP  will  decline  from  4.2  percent  in  1994  to  2.9  percent  in  1999. 
(Figure  1  shows  defense  spending's  share  of  GDP  for  the  1947-1999  period.) 
After  the  reductions  are  made,  defense  spending  will  reach  its  lowest  share 
of  GDP  since  World  War  II. 

Some  proponents  of  altering  the  priorities  in  the  Administration's  plan 
might  argue  that,  based  on  this  trend,  defense  should  receive  more  funding. 
Others  will  feel  that  a  better  way  to  address  this  question  is  to  look  at  the 
components  of  the  Administration's  defense  program  in  comparison  with  the 
threats  faced  by  the  United  States,  which  clearly  are  less  severe  than  at  any 
time  during  the  Cold  War,  despite  the  uncertain  progress  toward  democracy 
in  some  of  the  former  Warsaw  Pact  nations  and  the  outbreak  of  ethnic 
hostilities  in  many  countries. 
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TABLE  L      DISCRETIONARY  CAPS  AND  THE  ADMINISTRATION'S  PLANS 

(In  billions  of  dollars  of 

budget  authority) 

Shares 

1995 

of 

to 

Reduction 

1995 

1996 

1997 

1998 

1998 

(percent) 

Discretionary  Caps' 

518 

519 

530 

533 

2,100 

na- 

Administration's 

Proposal6 

Defense 

264 

256 

253 

259 

1,032 

na. 

International 

21 

21 

21 

21 

84 

na. 

Domestic 

227 

237 

243 

249 

956 

DJL 

Total 

512 

514 

516 

529 

2,071 

na. 

Funding  Needed  to  Preserve 

Real  1994  Spending  Level0 

Defense 

269 

278 

287 

295 

1,129 

na. 

International 

21 

22 

22 

23 

88 

na. 

Domestic 

227 

240 

248 

261 

976 

na. 

Total 

518 

540 

557 

579 

2,193 

na. 

Compared  with  Proposal 

Defense 

-5 

-22 

-34 

-36 

-97 

79 

International 

0 

-1 

-1 

-2 

•A 

3 

Domestic 

0 

-3 

-5 

-12 

-20 

16 

Total 

-6 

-26 

-41 

-50 

-123 

100 

SOURCE     Congressional  Budget  Office  and  Administration  estimates. 
NOTE:     n.a.  ■  not  applicable. 

a.  CBO  estimated  end-of-session  caps. 

b.  CBO's  reetimate  of  the  Administration's  fiscal  year  1995  budget  request.   The  reestimatc  excludes  the  effects 
of  the  Health  Security  Act  and  the  supplemental  appropriations  and  rescissions  enacted  in  Pi-  103-211. 

c.  CBO's  estimate. 
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DOES  THE  BUDGET  PROVIDE  ENOUGH  FUNDING 
FOR  THE  ADMINISTRATION'S  PLAN  FOR  DEFENSE 
DURING  THE  1995-1999  PERIOD? 

Trends  in  the  threat  to  the  United  States  can  and  do  affect  the  size  of  the 
defense  establishment  The  Department  of  Defense  expects  to  spend  $1.2 
trillion  over  the  next  five  years  to  maintain  forces,  buy  existing  weapons,  and 
develop  new  ones.  (See  Table  2  for  the  Administration's  spending  plans  by 
title-roughly,  the  categories  the  Congress  uses  to  authorize  and  appropriate 
funds.)  Although  the  Clinton  Administration's  plan  provides  much  less 
spending  than  previous  administrations  had  planned,  cuts  in  the  numbers  of 
forces  and  in  weapons  modernization  programs  suggest  that  the  Clinton 
Administration's  reduced  program  is  broadly  consistent  with  its  funding  plan. 


FIGURE  1.   NATIONAL  DEFENSE  OUTLAYS  AS  A  SHARE  OF 
GROSS  DOMESTIC  PRODUCT 
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SOURCE:  OMCmfeMlMpt  Office  buedoafitnl  yw  WW  MfMClft. 
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TABLE  2.    TRENDS  IN  NATIONAL  DEFENSE  BUDGET  BY  TITLE 

Hn 

Budget  Authority 
billions  of  1995  dollars) 

Change  from 
1990  Level 
(In  percent') 

Title 

1990 

1995 

19% 

1997 

1998 

1999 

1995           1999 

Department  of 
Defense 

Military 
personnel 

91 

70 

65 

63 

62 

61 

-23             -33 

Operation  and 
maintenance 

103 

93 

86 

83 

81 

81 

-10             -21 

Procurement 

94 

43 

47 

47 

52 

53 

-54             -43 

Research,  develop- 
ment, test,  and 

evaluation 

42 

36 

34 

30 

28 

27 

-14             -36 

Military 
construction 

6 

5 

8 

5 

4 

4 

-15             -38 

Family  housing 

4 

3 

4 

3 

3 

3 

-9               -5 

Other 

■0 

1 

-5 

-4 

-4 

-3 

n.a.              n.a. 

Subtotal 

339 

252 

237 

228 

227 

227 

-26             -33 

Other  Agencies 

12 

12 

12 

11 

11 

11 

-8               -8 

Total 

351 

264 

249 

239 

238 

238 

-25             -32 

SOURCE:   Congressional  Budget  Office  based  on  Department  of  Defense  data. 


NOTES:     Budget  authority  from  the  President's  Fiscal  year  1995  budget.   DoD  price  index  used  to 
express  amounts  in  constant  1995  dollars. 


n.a.  =  not  available 
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Force  Reductions  and  the  Operating  Accounts 

The  United  States  will  be  able  to  field  considerably  fewer  major  forces  than 
it  could  during  the  Cold  War.  Most  of  the  cuts  will  have  been  made  by  1995 
(see  Table  3).  Active  Army  divisions  and  Navy  ships  will  be  cut  by  about  a 
third  from  1990  to  1995.  The  number  of  tactical  fighter  wings  in  the  Air 
Force  will  fall  by  an  even  larger  percentage,  to  only  about  half  the  1990  level. 
The  number  of  active  Army  divisions  will  shrink  by  about  17  percent  beyond 


TABLE  3.    FORCES  IN  THE  ADMINISTRATION'S  PLAN 
COMPARED  WITH  1990  AND  1995  LEVELS 


Component 

Forces 

Percentage 
Change 

1990- 
1995 

1990- 
1999 

1995- 

Service 

1990           1995 

1999 

1999 

Land  Forces  (divisions) 

Anny 

Active 
Reserve 

18            12 
10              8 

10 
8 

-33 
-20 

-44 
-20 

-17 
0 

Marine  Corps 

Active 
Reserve 

3             3 
1             1 

Naval  Forces 

3 
1 

0 
0 

0 
0 

0 
0 

Battle  Force  Ships 

546          373 

330 

-32 

-40 

-12 

Carriers 

15            11 

11 

-27 

-27 

0 

Wings 

Active 
Reserve 

13            10 

2             1 

Tactical  Air  Forces 

10 

1 

-23 
-50 

-23 
-50 

0 
0 

Wings 

Active 
Reserve 

24            13 
12          15 

13 

7 

-46 
-35 

-46 

-42 

0 

-7 

SOURCE:   Congressional  Budget  Office  based  on  Department  of  Defense  data. 
NOTE;  The  Navy  has  an  additional  carrier  in  reserve  in  each  of  these  years. 
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1995,  and  the  Navy  will  lose  12  percent  more  ships.2  (The  Army  expects, 
however,  to  make  most  of  the  personnel  cuts  associated  with  these  force 
reductions  by  1995.)  The  Marine  Corps  will  retain  the  same  number  of  major 
units  as  in  1990,  though  Marine  Corps  personnel  will  decline  by  12  percent 
over  that  period.  Reserve  forces  generally  will  undergo  smaller  reductions 
than  active  forces-perhaps  reflecting  their  lower  operating  costs-though 
tactical  air  reserves,  protected  in  earlier  budgets,  are  slated  for  cuts  in  this 
plan. 

Funds  to  support  these  forces  appear  in  the  military  personnel  title, 
which  provides  pay  and  benefits  for  DoD's  service  members,  and  in  the 
operation  and  maintenance  title  that  pays  for  a  number  of  different  items, 
many  of  which  relate  to  readiness.  Both  categories  of  funding  will  decline  less 
than  the  forces  they  support.  Compared  with  fiscal  year  1990's  funding  level, 
military  personnel  funding  will  decline  in  real  terms  by  about  23  percent  by 
1995,  and  by  about  33  percent  by  1999. 

The  number  of  active  military  personnel  will  decline  from  1990  by  about 
26  percent  by  1995  and  about  30  percent  by  1999.  This  decline  suggests  that 
the  number  of  active  personnel  will  also  be  cut  less  than  the  forces  they 
operate  (see  Table  4). 

Operation  and  maintenance  (O&M)  funding,  too,  declines  by  lower 
percentages  than  major  forces.  O&M  spending  will  be  down  by  only  10 
percent  in  1995  compared  with  1990,  and  will  decrease  by  only  21  percent  by 
the  end  of  the  Future  Years  Defense  Program  in  1999.  Funding  in  the 
accounts  that  make  up  this  title  is  often  perceived-along  with  military  pay-to 
relate  to  what  DoD  terms  "readiness"-that  is,  the  ability  of  U.S.  forces  to  go 
to  war  quickly  and  perform  well.  What  determines  readiness  is  not  always 
well  understood.  But  having  well-trained,  intelligent  troops  and  functioning 
equipment-which  are  paid  for  largely  out  of  O&M-are  certainly  important 
components  of  readiness.  Thus,  the  smaller  reduction  in  O&M  spending,  as 
compared  with  forces,  may  reflect  the  priority  the  Administration  and  the 
services  place  on  maintaining  readiness. 


Readiness  Indicators 

These  priorities  are  also  reflected  in  indicators  of  current  readiness,  according 
to  a  CBO  analysis  conducted  at  the  request  of  the  House  Budget  Committee. 
DoD  uses  a  number  of  indicators  to  measure  readiness-most  with  limitations. 
But  some  of  the  more  objective  measures  suggest  that  DoD  has  been  able  to 


The  Army  plans  to  reduce  the  number  of  active  maneuver  brigades  by  a  far  smaller  percentage. 
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preserve  the  readiness  of  its  forces  despite  overall  funding  cuts.  For  example, 
the  quality  of  recruits  in  1993  remained  at  very  high  levels,  and  the 
percentage  of  DoD's  stock  of  equipment  that  is  ready  to  fight  ("mission 
capable")  has  changed  little,  if  at  all,  from  levels  in  place  since  the  mid-1980s. 
Even  measures  that  appear  to  portend  trouble-such  as  large  backlogs  in 
repair  of  equipment-may  be  misleading.  The  Army's  maintenance  backlog, 
for  example,  includes  equipment  made  available  from  demobilized  active  units 
that  has  been  sent  to  depots  for  reconditioning  before  being  distributed  to 
reserve  units.  The  principal  impact  of  that  backlog  will  be  to  delay 
improvements  in  reserve  readiness  and  capability  rather  than  to  lower  the 
current  readiness  levels  of  active  forces. 


Cuts  to  Procurement 

Procurement  accounts  have  taken  the  brunt  of  DoD's  budget  cuts.  Cuts  to 
procurement  accounts  make  up  about  60  percent  of  the  $87  billion  real 
reduction  between  1990  and  1995  in  the  annual  DoD  budget.  Procurement 
appropriations  pay  for  the  aircraft,  ships,  tanks,  and  missiles  that  DoD  uses 
to  equip  its  forces,  as  well  as  a  number  of  other  systems.  Fewer  new  weapons 
need  to  be  bought  to  support  a  smaller  force  size.  But  annual  procurement 


TABLE  4.    DEPARTMENT  OF  DEFENSE  PERSONNEL  (In  thousands) 


Future  Years 
Defense  Program 


1990         1994         1995         1996         1997         1998         1999 


Change 

from  1990 

fin  percent^ 

1995        1999 


Army  751  540  510  500  495  495  495  -32  -34 

Navy  583  472  442  426  408  398  394  -24  -32 

Marine  Corps  197  174  174  174  174  174  174  -12  -12 

Air  Force  539  426  400  3%  392  391  390  -26  -28 

Total,  Active  2,070  1,612  1,526  1,496  1,469  1,458  1,453  -26  -30 

Selected  Reservists  1,128  1,025  979  950  934  919  906  -13  -20 

Civilians  1,073  923  873  846  822  809  794  -19-26 

SOURCE:   Congressional  Budget  Office  from  Department  of  Defense  data. 
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of  major  weapons  has  shrunk  considerably  more  than  forces  (see  Figure  2). 
For  example,  in  1995,  the  Administration  requests  funds  for  six  new  ships, 
about  a  third  of  the  1990  level  of  20.  Aircraft  procurement  drops  to  a  tenth 
of  its  1990  level.  DoD  plans  to  buy  no  new  tanks  for  the  Army  in  1995, 
compared  with  448  in  1990-though  it  requests  funds  for  modernizing  older 
Ml  tanks. 

This  procurement  "holiday"  should  be  acceptable  in  the  near  term. 
According  to  CBO  estimates,  DoD  will  not  run  short  of  ships,  fighter  aircraft, 
or  tanks  through  the  planning  period,  despite  the  planned  low  levels  of 
procurement  Indeed,  the  military  services  will  have  excess  numbers  of  many 
types  of  equipment  well  into  the  first  decade  of  the  next  century.  DoD 
bought  major  weapons  in  large  quantities  during  the  1980s,  and  the  stock 
acquired  then  will  suffice  for  a  number  of  years.  In  addition,  the  cuts  in 
forces  will  delay  the  need  for  replacing  many  types  of  weapons,  since  they 
permit  DoD  to  equip  the  smaller  number  of  units  with  the  newest  equipment 


FIGURE  2.   HISTORICAL  PROCUREMENT  DATA,  NUMBERS 
OF  WEAPON  SYSTEMS 
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The  procurement  holiday,  however,  cannot  last  indefinitely.  Under  the 
Administration's  plans,  the  procurement  accounts  would  grow  modestly  in  real 
terms  by  1999  to  a  level  that  is  almost  60  percent  of  1990  funding,  compared 
with  less  than  50  percent  in  1995.  Funding  for  procurement  will  be  almost 
$10  billion  higher  in  1998  and  1999  than  in  1995,  as  several  new  weapons 
enter  production.  But  even  with  the  increased  funding,  the  number  of 
weapons  bought  will  be  at  low  levels  and  eventually  DoD  will  need  to 
increase  procurement  quantities.  More  ships,  planes,  and  tanks  than  are 
included  in  the  Administration's  procurement  plan  would  be  needed  to  sustain 
its  forces  in  the  steady  state.  (To  calculate  steady-state  procurement,  CBO 
simply  divided  the  number  of  weapons  DoD  needs  in  its  inventory  by  the 
length  of  service  of  each  system.  This  yields  a  rough  calculation  of  the 
number  of  weapons  DoD  would  need  to  buy  each  year  if  past  purchases  had 
been  made  evenly.  Eventually  DoD  may  need  to  buy  even  more  than  steady- 
state  quantities,  since  the  majority  of  weapons  bought  in  the  1980s  would 
normally  be  retired  toward  the  end  of  the  next  decade.) 

Research.  Development.  Test,  and  Evaluation.  RDT&E  accounts  will  receive 
small  reductions  through  1995  relative  to  1990  levels,  being  cut  by  14  percent 
compared  with  a  54  percent  reduction  for  procurement  funding.  This 
difference  may  reflect  a  deliberate  policy  of  protecting  funding  for 
development  Developing  weapons  and  getting  them  into  the  hands  of  service 
personnel  takes  longer  than  buying  new  equipment  and  fielding  larger  forces. 
This  policy  also  reflects  the  premium  the  military  services  place  on 
technological  superiority.  But  RDT&E  also  reflect  increases  in  some 
nontraditional  costs.  For  example,  most  of  the  funds  that  the  Administration 
expects  to  spend  to  help  the  defense  industrial  base  convert  to  commercial 
activities  are  appropriated  in  the  RDT&E  accounts. 

The  Administration  plans  to  cut  RDT&E  during  the  Future  Years 
Defense  Program  period  more  than  it  has  been  cut  recently.  The 
Administration  plans  for  RDT&E  funding  to  fall  to  about  64  percent  of  its 
1990  level  during  the  period  that  funding  for  procurement  is  growing.  Cutting 
funding  for  development  may  not  be  a  problem  for  a  number  of  years.  The 
regional  powers  that  the  United  States  might  face  in  conflict  typically  have 
much  less  sophisticated  equipment  than  U.S.  forces.  Arms  sales  of  top-of-the- 
line  Russian  equipment  could  somewhat  improve  the  military  capability  of 
potential  U.S.  adversaries,  but  they  may  not  be  financially  capable  of  large- 
scale  arms  purchases.3 


For  more  discussion  of  this  issue  see  Congressional  Budget  Office,  Limiting  Conventional  Arms  Exports  to 
the  Middle  East  (September  1992),  pp.  81-85. 
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The  United  States  may  also  have  less  to  fear  from  technological 
breakthroughs  by  potentially  hostile  nations.  For  many  years,  the  major 
innovator  hostile  to  U.S.  interests  was  the  former  Soviet  Union.  Russia  may 
seek  to  continue  some  Soviet  development  programs,  but  cash  shortages  and 
changed  priorities  are  likely  to  curtail  many  of  the  efforts. 


FACTORS  THAT  COULD  ALTER 

THE  ADMINISTRATION'S  PLANS  FOR  DEFENSE  SPENDING 

Several  possible  problem  areas  affect  the  affordability  of  the  Administration's 
defense  plan.  Although  each  of  the  these  potential  problems  is  important 
when  budget  resources  are  tightly  capped,  they  do  not  amount  to  much  as  a 
percentage  of  funding  included  in  DoD's  plans.  Perhaps  the  most  reasonable 
concern  about  these  issues  is  that  they  illustrate  the  size  of  the  problems  DoD 
might  face,  after  several  years  of  budget  cuts  that  could  limit  the  department's 
flexibility.  (These  examples,  which  are  shown  in  Table  5,  are  neither  additive 
nor  exhaustive,  but  were  chosen  by  CBO  to  illustrate  possible  sources  of 
increases  or  decreases  in  funding  without  regard  to  overlap). 


Added  Costs  in  the  Administration's  Plan 

According  to  Secretary  of  Defense  William  Perry,  the  Administration's 
defense  plan  is  some  $20  billion  short  of  funding  the  forces  it  calls  for.  That 
amount  apparently  is  the  result  of  three  factors:  underfunding  of  the  forces 
the  Clinton  Administration  found  in  place  under  the  Bush  Administration's 
plan;  additional  costs  for  military  and  civilian  pay  as  the  result  of 
Congressional  action;  and  assumptions  about  inflation  that  have  changed  since 
enactment  of  OBRA-93.  Some  of  the  costs  were  offset  by  additional  funding 
added  by  the  Administration  to  its  original  DoD  spending  plan. 

The  Bush  Administration's  plan  for  defense  funding  totaled  $1325 
billion  over  the  1995-1999  period  (according  to  the  Clinton  Administration's 
reestimate).  The  Clinton  Administration's  1994  budget  for  defense,  however, 
provided  only  $1,221  billion  for  that  period,  a  difference  of  $104  billion. 

The  bottom-up  review,  by  cutting  forces,  canceling  or  deferring 
modernization  programs,  and  achieving  additional  infrastructure  savings, 
managed  to  reduce  defense  costs  by  $91  billion,  according  to  DoD  estimates. 
The  remaining  $13  billion  was  to  be  found  in  savings  during  the  normal 
program  and  budget  review  that  followed  the  completion  of  the  BUR. 
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Meanwhile,  the  Congress  included  in  the  1994  DoD  appropriations  bill 
a  pay  raise  for  military  personnel  and  locality  pay  adjustments  for  civilian 
employees  (the  Administration's  request  provided  for  neither  in  1994).  The 
higher  rates  of  pay  added  some  $11  billion  to  estimates  of  DoD  costs  for  the 
1995-1999  period.  Pay  was  not  the  only  higher  price  DoD  faced:  the 
Administration's  estimates  of  purchase  price  inflation  for  1995  and  beyond 
also  increased  future  defense  costs.  Together,  these  three  factors-the  BUR 
shortfall,  higher  pay  rates,  and  purchase  price  inflation-created  a  budget 
shortfall  that  former  Secretary  of  Defense  Les  Aspin  estimated  at  $47  billion. 

Two  events  subsequently  reduced  the  shortfall.  First,  DoD's  program 
and  budget  review  cut  an  additional  $16  billion  from  the  1995-1999  estimates. 
Second,  the  Clinton  Administration  agreed  to  adjust  upward  the  fiscal  year 
1995  budget  request  and  out-year  budget  projections  to  fund  the  higher  rates 
of  pay.  Together  these  actions  reduced  the  shortfall  from  $47  billion  to 
Secretary  Perry's  reported  $20  billion  (see  Table  5  for  annual  detail). 


TABLE  5.    EXAMPLES  OF  POSSIBLE  INCREASES  AND  DECREASES  IN 

DEPARTMENT  OF  DEFENSE  BUDGETS  (In  billions  of  current  dollars) 


Percentage 
of  Total 
1995  19%  1997  1998  1999         Total       Funding 


Administration's  Plan  252  24J  240  247  253  1,236  100 

Examples  of  Additional  Funding 

DoD's  Reported 

Underfunding  0  6  5  5  3  20  2 

CBO's  Estimate  of  Funding 

Needed  if  Infrastructure 

Reductions  Are  Not  Realized      -4  2  3  5  5  10  1 

Additional  Funding  for 

Environmental  Restoration  4  4  4  4  4  20  2 

An  Example  of  Possible  Reductions 

Possible  Savings  from  Review 

of  Strategic  Programs  1  12  2  3  8  1 

SOURCE      Congressional  Budget  Office. 
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The  Administration,  however,  did  not  adjust  its  out-year  defense  top- 
line  projections  for  the  higher  inflation  rates  in  the  1995  economic  outlook. 
Since  the  problem  is  in  the  out-years,  not  in  fiscal  year  1995,  the  decision 
taken  was  to  defer  acting  on  the  $20  billion  shortfall  until  the  1996  budget 
request  is  prepared.  At  that  point,  several  options  may  present  themselves. 
If  inflation  projections  are  lowered  next  year,  much  of  the  problem  might 
evaporate.  If  inflation  is  as  projected  (or  higher  still),  the  Administration 
could  either  agree  to  adjust  the  defense  top  line  to  reflect  it,  or,  perhaps  more 
likely,  make  additional  reductions  reflecting  changes  in  programs  or  delays  in 
execution  to  align  DoD  spending  with  the  overall  resource  constraint 
Another  possibility  is  that  DoD  could  identify  savings  from  management 
efficiencies  or  acquisition  reform  that  could  offset  the  difference-certainly 
possible  since  $20  billion  is  only  about  2  percent  of  DoD's  $12  trillion  plan. 


Cuts  to  Infrastructure 

The  Administration  plans  to  make  aggressive  efforts  to  reduce  DoD's 
infrastructure.  About  20  percent  of  the  savings  the  Administration  expects 
from  the  bottom-up  review  relate  to  cuts  in  infrastructure.  The 
Administration  may  experience  budget  pressure  if  it  is  unable  to  alter  the 
balance  between  major  combat  forces  and  the  forces  and  infrastructure  that 
support  them  (see  that  line  of  Table  5).  These  numbers  illustrate  the 
magnitude  of  the  shortfall  that  could  occur  if  the  Administration  found  it 
difficult  to  cut  operating  spending  as  much  as  it  plans  during  the  five-year 
period.  In  the  aggregate,  however,  the  additional  funding  needed  is  quite 
small  as  a  percentage  of  the  Administration's  request 

Historically,  roughly  half  of  DoD  operating  costs  have  varied  with  force 
levels,  and  the  other  half  have  been  relatively  fixed.  Thus,  a  10  percent 
reduction  in  forces  could  be  expected  to  yield  a  5  percent  savings  in  support 
costs,  defined  here  as  training,  logistics,  medical  costs,  headquarters,  and  costs 
to  operate  bases.  This  formula  suggests  that  it  might  be  difficult  to  realize 
large  savings  on  infrastructure.  But  the  usefulness  of  historical  data  to  project 
future  infrastructure  savings  may  be  limited.  The  history  reflects  a  period 
when  DoD  kept  roughly  the  same  number  of  facilities.  As  the  base  structure 
shrinks  in  parallel  with  declines  in  force  levels,  this  fixed  element  of  support 
costs  will  diminish. 

If  there  is  a  problem,  failure  might  cause  a  repetition  of  the  Army's 
actions  in  1993.  At  that  time,  the  Army  was  forced  to  cut  its  operating 
tempo-summarized  in  the  average  number  of  miles  Army  personnel  drive 
tanks  per  year-when  assumptions  about  infrastructure  savings  proved 
optimistic.   To  save  money,  the  Army  dropped  its  actual  tank  miles  to  600 
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from  the  budgeted  level  of  800.  Since  the  number  of  miles  driven  is  an 
indicator  of  training  that  directly  relates  to  how  well  Army  personnel  can 
perform  in  battle,  such  a  large  cut  in  miles  driven  could  affect  readiness. 


Added  Costs  for  Environmental  Cleanup 

Increasing  costs  for  environmental  cleanup  could  also  heighten  the  need  for 
defense  funds.  These  additional  costs  might  total  about  $20  billion,  about  $4 
billion  on  average  for  each  of  the  next  five  years.  The  Administration  plans 
to  spend  about  $12  billion  on  environmental  restoration  costs  during  the  1995- 
1999  period.  But  actual  costs  have  been  two  to  three  times  DoD's  original 
estimates  on  cleanup  projects  DoD  has  undertaken.  The  potential  growth  in 
cost-shown  in  Table  5-assumes  that  DoD  has  underestimated  its  future  costs 
as  it  has  done  in  the  past.  This  estimate  may  be  overly  pessimistic,  though, 
since  DoD  may  be  better  at  making  estimates  of  the  costs  of  cleanup  now  that 
it  has  more  historical  experience  on  which  to  base  them. 


Growth  in  Weapons  Costs 

Finally,  weapons  costs  could  grow.  For  example,  DoD  will  begin  buying  the 
F-22,  a  new  fighter  for  the  Air  Force,  during  the  next  five  years.  The  F-22's 
unit  cost  is  likely  to  rise  above  current  assumptions,  since  the  Administration 
plans  to  cut  the  number  of  planes  bought.  Cost  increases  stemming  from 
reductions  in  total  quantities  result  from  buying  fewer  weapons  at  the  end  of 
the  program  when  producers  are  more  experienced.  Thus,  they  might  not 
affect  funding  in  the  early  years  of  the  program,  but  the  F-22  still  could  cost 
more  in  the  near  term  if  the  transition  from  development  to  production  turns 
up  costly  problems,  as  some  press  reports  are  suggesting.  CBO  has  not  done 
an  exhaustive  analysis  of  all  of  the  programs  in  the  1995-1999  period  because 
of  a  lack  of  detailed  data,  but  the  F-22  does  not  appear  to  be  alone  as  a 
candidate  for  cost  growth.  Among  the  other  programs  that  might  increase  in 
cost  are  the  V-22,  the  C-17,  a  joint  trainer  for  the  Air  Force  and  Navy,  a 
number  of  tactical  missile  systems,  and  the  Seawolf  submarine. 


PROSPECTS  FOR  DECREASES  IN  DEFENSE  SPENDING 

Several  factors  might  counterbalance  potential  cost  increases.  One  is  the 
prospect  that  the  Administration  may  further  reduce  strategic  and  ballistic 
missile  defense  programs.  The  Administration  focused  on  conventional 
weapons  in  the  bottom-up  review,  but  it  promised  that  a  detailed  study  of 
strategic  forces  is  under  way.  It  is  difficult,  of  course,  to  estimate  how  much 
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might  be  saved  from  alternatives  that  have  not  yet  been  specified.  (Table  5 
includes  estimates  of  potential  savings  for  these  forces,  based  on  options 
discussed  in  more  detail  in  CBO's  annual  publication  Reducing  the  Deficit: 
Spending  and  Revenue  Options  (March  1994).  The  options  include  reducing 
nuclear  delivery  systems  and  reducing  the  scope  of  the  ballistic  missile  defense 
program.)4 

Although  costs  for  environmental  cleanup  may  rise  significantly  during 
the  next  five  years,  the  Congress  and  DoD  could  reduce  spending  for  cleanup 
or  at  least  moderate  its  growth.  Savings  could  come  from  using  more  efficient 
methods  of  characterizing  contaminated  sites,  applying  less  costly  methods  of 
cleanup,  and  negotiating  less  stringent  cleanup  standards  for  contaminated 
facilities.  Alternatively,  DoD  could  delay  remediating  costly  contamination 
in  cases  where  there  is  no  immediate  threat  to  public  health  and  safety.  The 
Army  reduced  the  costs  of  cleaning  Fort  Meade  by  more  than  60  percent  by 
converting  an  artillery  practice  range  into  a  game  preserve  with  restrictions 
on  public  use. 

In  addition,  according  to  Administration  officials,  DoD  is  planning  a 
number  of  procurement  reforms  that  could  produce  savings  that  have  not 
been  incorporated  in  the  DoD  budget.  These  reforms  include  making  greater 
use  of  commercial  products  and  exchanges  of  electronic  data  and  reducing  the 
overhead  cost  of  government  suppliers.  Making  more  use  of  computer-aided 
design  might  also  reduce  costs. 

Several  analyses  have  tried  to  estimate  savings  associated  with  these 
types  of  reforms,  though  results  range  widely.  CBO  has  no  basis  for 
estimating  the  portion  of  DoD's  acquisition  budget  that  would  be  affected,  nor 
the  magnitude  of  that  effect.  But  it  does  seem  clear  that  some  savings  can  be 
achieved.  If  savings  are  realized--and  history  is  replete  with  examples  of 
overly  optimistic  assumptions  about  savings  from  reform-they  probably  would 
not  be  significant  until  after  the  year  2000.  This  timing  could  improve  the 
long-run  affordability  of  the  Administration's  plan. 


LONG-TERM  PROSPECTS  FOR  DEFENSE  AFFORDABILiTY 

It  is  also  useful  to  consider  prospects  for  defense  budgets  over  a  longer  period 
than  just  the  next  five  years,  to  assess  whether  current  policies  might  lead  to 
future  problems.  The  projection  period  of  this  portion  of  CBO's  analysis  is 


Savings  also  include  a  reduction  in  Department  of  Energy  funding  for  research  and  testing  efforts  for  nuclear 
warheads,  which  is  not  a  part  of  the  DoD  budget.  Since  it  is  a  part  of  the  overall  defense  budget,  savings 
from  this  alternative  might  be  applied  to  the  DoD  budget  to  remedy  shortages  if  the  Administration  wished. 
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from  the  year  2000  to  2010.  This  extended  a  look  is  necessary  since  many 
weapons  have  long  service  lives  and  development  efforts  do  not  reach  fruition 
for  many  years. 

Future  defense  spending  is  heavily  influenced  by  whether  costs  of 
weapons  grow.  CBO  has  made  two  estimates  of  long-term  budgets.  One 
estimate  assumes  that  future  administrations  successfully  constrain  the  growth 
of  costs  for  future  weapons.  The  other  assumes  that  costs  grow  at  rates  that 
are  consistent  with  historical  experience.  Both  estimates  assume  that 
operating  costs  remain  at  1999  levels,  since  DoD  will  have  made  its  planned 
force  cuts  by  then.  The  estimates  also  incorporate  Administration  or  service 
plans  for  long-term  procurement  where  they  are  available.  In  several  cases 
where  there  is  considerable  uncertainty  about  what  the  Administration  will  do, 
CBO  has  made  a  best  guess  about  what  plans  might  materialize.  (Tables  A-l 
through  A-3  in  Appendix  A  provide  details  about  these  assumptions.) 


Long-Term  Trends  Assuming  No  Cost  Growth 

Even  if  the  costs  of  weapons  do  not  grow  above  current  estimates,  DoD's 
budgets  will  need  to  grow  in  real  terms  from  the  funding  level  the 
Administration  expects  in  1999,  the  last  year  of  the  current  plan.  Growth 
occurs  largely  because  CBO  assumes  that  future  administrations  will  need  to 
buy  more  weapons  during  this  period  than  it  plans  to  buy  during  1995  through 
1999.  For  example,  CBO  assumed  that  DoD  would  buy  an  average  of  48 
fighters  for  the  Air  Force  in  each  year  from  2000  through  2010  (see  Table 
A-2).  This  estimate  compares  with  about  five  fighters  bought  annually,  on 
average,  during  the  1995-1999  period. 

Even  without  additional  increases  in  costs,  projections  of  needed 
funding  exceed  the  1999  level  from  2000  to  2010,  though  costs  are  lower  than 
the  funding  requested  in  this  year's  budget  (see  Figure  3).  On  average,  DoD 
would  need  to  receive  about  $12  billion  annually  above  what  the 
Administration  plans  for  in  1999,  or  about  5  percent  more. 

Growth  occurs  fairly  early  in  the  extended  projection  period.  From  the 
Administration's  planned  1999  budget  of  $241  billion,  funding  climbs  rapidly 
to  a  peak  of  $262  billion  in  2002,  when  CBO  assumes  that  an  aircraft  carrier, 
F-22  fighters,  and  C-17  transports  will  be  procured  simultaneously. 
Projections  move  downward  after  the  early  2000s  as  C-17  production  is 
completed,  but  it  edges  up  near  2010  when  CBO  assumes  that  the  planes  to 
be  developed  under  the  Administration's  Joint  Advanced  Strike  Technology 
(JAST)  program  will  enter  procurement. 
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Long-Term  Trends  Assuming  Costs  Grow 

If  history  is  a  guide,  weapon  costs  will  be  higher  for  new  generations  of 
weapons.  Each  new  generation  of  tactical  fighters  has  cost  more  than  the 
preceding  design,  as  much  as  two  or  three  times  more  in  some  cases.  The 
Navy's  ships  have  grown  in  cost  by  3  percent  a  year  in  real  terms.  And  the 
Army's  Ml  tank  costs  more  than  twice  its  predecessor,  the  M60.  If,  as  CBO 
assumes  in  its  second  estimate,  these  trends  continue  into  the  future,  pressure 
for  higher  funding  levels  will  be  greater. 

Since  CBO  did  not  alter  the  quantities  and  phasing  of  the  weapons 
procured,  peaks  in  the  projection  occur  in  the  same  years  as  in  the  no-growth 
case,  but  they  are  higher.  Funding  would  total  $278  billion  in  2002,  for 
example,  almost  $40  billion  more  than  the  Administration's  plan  for  1999  and 
$14  billion  more  than  the  Administration's  request  for  fiscal  year  1995.  On 
average  over  the  2000-2010  period,  DoD  would  need  annual  budgets  that  are 
higher  than  1999  levels  by  almost  $25  billion,  or  about  10  percent 


FIGURE  3.  BUDGET  IMPLICATIONS  OF  THE 
ADMINISTRATION'S  PLAN 
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DoD's  Budget  Could  Receive  Real  Increases  Beyond  1999 

Modest  real  growth  in  the  defense  budget  beyond  1999  would  provide  DoD 
with  ample  funding  even  if  the  cost  of  weapons  grows.  About  1.5  percent 
annual  real  growth  from  2000  to  2010  would  provide  sufficient  funding,  though 
higher  real  growth  early  in  the  period,  offset  by  lower  growth  toward  the  end 
of  the  projection  period,  would  be  needed  to  match  peaks  and  valleys  in  the 
estimate. 

Some  may  argue  that  it  is  reasonable  to  assume  that  DoD  will  receive 
some  real  increases  over  the  long  term.  Real  increases  of  1.5  percent  a  year 
are  about  1  percentage  point  less  than  the  rate  of  growth  of  gross  domestic 
product  through  1999.  If  GDP  continued  to  grow  at  that  rate  through  and 
beyond  1999,  but  defense  spending  rose  only  enough  to  cover  growth  in  the 
cost  of  weapons,  DoD's  share  of  GDP  would  continue  to  fall  from  levels  that 
are  already  historically  low. 

Conversely,  some  students  of  defense  issues  may  argue  that  measuring 
DoD's  share  of  GDP  ignores  an  important  point:  the  threat  the  United  States 
faces  is  much  smaller  than  it  was  during  earlier  periods.  It  is  reasonable,  they 
believe,  for  national  priorities  to  accord  much  lower  funding  levels  to  DoD  if 
the  United  States  faces  smaller  threats.  Thus,  the  affordability  of  the 
Administration's  plan  is  closely  linked  to  whether  the  forces  the 
Administration  plans  to  field  are  sufficient  to  meet  the  requirements  it  has  set 
forth  for  them. 


THREATS  TO  U.S.  INTERESTS: 

REQUIREMENTS  FOR  TWO  REGIONAL  CONTINGENCIES 

The  United  States  faces  a  much  less  formidable  array  of  threats  today  than 
during  the  Cold  War.  But  the  need  to  fight  in  two  wars  simultaneously-based 
on  the  planning  scenarios  several  administrations  have  laid  out~would  keep 
forces  at  higher  levels  than  would  be  required  simply  to  match  the  capabilities 
of  potential  adversaries  individually. 


Smaller  Threats 

During  the  Cold  War,  the  United  States  expected  the  former  Soviet  Union  to 
be  able  to  field  the  equivalent  of  more  than  90  armored  divisions  (see  Figure 
4).  The  massive  power  of  the  former  Soviet  Union  exceeded  the  capability 
of  U.S.  forces  even  at  Cold  War  levels.  This  comparison,  however,  may 
overstate  relative  Soviet  superiority  for  several  reasons.  The  former  Soviet 
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Union  would  not  have  been  able  to  devote  all  of  these  forces  to  a  war  on  its 
western  flank,  since  it  would  probably  have  withheld  forces  to  protect  itself 
against  attack  from  the  east  Non-U.S.  NATO  allies  would  have  brought 
more  capability  to  a  European  war  than  the  non-Soviet  nations  of  the  former 
Warsaw  Pact.  Finally,  the  overwhelming  Soviet  superiority  on  the  ground 
might  have  been  at  least  partially  offset  by  superior  U.S.  air  assets,  also  shown 
in  Figure  4.  U.S.  naval  forces  were  also  superior,  and  communications  and 
readiness  were  probably  at  higher  levels,  although  this  is  not  reflected  in  these 
measures. 

Few  analysts  foresee  a  return  to  Cold  War  tensions  between  the  United 
States  and  Russia,  despite  current  uncertainties  and  concerns.  But  even  if 
Russia  were  to  return  to  a  more  combative  posture,  the  capability  it  can  field 
is  considerably  diminished  from  estimates  of  Soviet  capability.  (See  Figure 
4  for  a  comparison  of  Soviet  and  Russian  ground  and  aircraft  scores.)  As  with 
the  Soviet  Union,  Russian  scores  may  be  somewhat  misleading  since  Russia 
would  probably  not  be  able  to  devote  all  of  these  forces  to  a  western  war.  In 
addition,  geopolitical  changes  may  mean  that  some  of  its  former  allies  would 
be  adversaries  in  such  a  war. 

CBO's  analysis  uses  an  evaluation  system  called  TASCFORM  that  was 
developed  by  The  Analytic  Sciences  Corporation  (TASC)  for  DoD. 
TASCFORM  assigns  a  quantitative  score-derived  from  assessments  by 
military  experts-for  types  of  weapons,  based  on  the  characteristics  of  those 
weapons.  The  scores  are  best  viewed  as  a  measure  of  the  combat  potential 
of  weapons  in  various  forces,  since  they  do  not  account  for  a  number  of 
factors,  many  of  which  might  favor  the  United  States  in  conflict  These 
omitted  factors  include  personnel  quality  and  training,  the  capabilities  of 
communications  equipment,  appropriate  warfighting  strategy  and  tactics,  and 
the  ability  of  logistics  forces  to  support  personnel  and  maintain  weapons.  The 
measures  also  do  not  account  for  luck,  leadership,  and  morale. 

Russian  ground  forces  will  retain  less  than  half  of  the  capability  of  the 
former  Soviet  Union,  though  Russia  may  keep  about  75  percent  of  the  former 
Soviet  Union's  air  capability  (see  Figure  4).  Even  these  estimates  may  accord 
too  much  capability  to  Russian  weapons,  since  a  number  of  reports-including 
testimony  by  the  Director  for  Combat  Support  at  the  Defense  Intelligence 
Agency-indicate  that  the  readiness  of  Russian  forces  is  declining  for  a 
number  of  reasons,  including  lack  of  funds  for  supplies,  spare  parts,  and 
training.5 


Statement  of  William  Grundmann,  Director  for  Combat  Support,  Defense  Intelligence  Agency,  to  the  Joint 
Economic  Committee  of  the  Congress,  June  11,  1993. 
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FIGURE  4.    COMPARATIVE  SCORES  OF  SELECTED  REGIONAL 
POWERS,  1995 
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The  Administration  argues  that  it  has  sized  future  forces  to  be  able  to 
win  virtually  simultaneous  conflicts  against  two  regional  powers.  The 
Administration's  analysis  in  the  bottom-up  review  assumes-for  planning 
purposes-that  the  two  hostile  countries  would  be  Iraq  and  North  Korea.  As 
the  figure  shows,  both  Iraq  and  North  Korea  have  much  more  modest 
capability  than  either  the  Russian  Republic  or  the  former  Soviet  Union 

However,  the  Administration  wishes  to  have  the  capacity  to  fight  two 
wars— one  in  Southwest  Asia  and  one  on  the  Korean  peninsula-at  almost  the 
same  time.  So  perhaps  a  better  measure  of  the  capability  of  the  forces  the 
Administration  expects  to  have  would  be  an  estimate  of  scores  for  the  forces 
the  United  States  could  field  to  each  theater,  assuming  both  contingencies 
occur  together. 


The  Administration's  Planned  Forces  and  Two  Regional  Conflicts 

CBO  estimated  the  buildup  of  U.S.  forces  in  each  of  two  theaters  based  on 
a  number  of  assumptions.  (See  Appendix  B  for  a  more  detailed  description 
of  the  assumptions.)  CBO's  major  assumptions  were: 

o  The  war  with  Iraq  would  start  first,  and  about  a  month  later  war 
would  break  out  on  the  Korean  Peninsula; 

o  DoD  would  have  the  forces  and  equipment  the  Administration 
expects  to  have  in  2000,  including  combat  forces,  lift,  and 
prepositioned  equipment; 

o  The  United  States  would  fight  with  only  indigenous  forces  as 
allies-Saudi  and  Kuwaiti  forces  in  Southwest  Asia  and  South 
Korean  forces  on  the  Korean  peninsula; 

o  Forces  are  counted  once  they  arrive  in  theater.  Thus,  United 
States,  allied,  and  hostile  forces  are  measured  as  theaterwide 
buildups  rather  than  as  units  deployed  in  a  combat  scenario; 

o  Army  Guard  combat  units  would  not  be  deployed  to  the  regional 
conflicts,  though  guard  and  reserve  support  units  would 
participate,  as  would  air  combat  units;  and  finally, 

o         One  of  two  Army  divisions  in  Europe  would  remain  in  place. 
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The  Adequacy  of  Airlift  and  Sealift 

CBO's  results  reflect  a  number  of  actions  this  Administration,  the  previous 
administration,  and  the  Congress  have  taken  or  are  taking  to  improve  U.S. 
airlift  and  sealift  Those  actions  include  buying  a  number  of  sealift  ships, 
improving  the  capability  of  the  Ready  Reserve  fleet,  and  procuring  40  C-17s. 
In  all,  improvements  in  mobility  will  cost  about  $33  billion.  The 
Administration  also  plans  to  preposition  equipment  for  three  brigades  of 
Army  forces  in  Southwest  Asia  and  aboard  ships  that  could  be  at  ports  in 
Saudi  Arabia  soon  after  a  war  begins. 

The  Department  of  Defense  has  also  taken  a  number  of  administrative 
actions  that  should  facilitate  mobilization.  CBO  assumed  that  the  United 
States  would  act  to  begin  full  mobilization  upon  the  outbreak  of  conflict.  In 
Operation  Desert  Storm,  although  the  United  States  did  deploy  a  number  of 
air  and  ground  units  quickly,  a  second  wave  of  forces  was  deployed 
considerably  later  when  the  United  States  decided  to  engage  in  an  offensive 
operation. 

Without  these  improvements,  certain  of  the  unified  commanders 
question  whether  today's  airlift  and  sealift  forces  could  cope  with  even  one 
major  regional  contingency,  let  alone  two.  "Strategic  lift  in  this  country  is 
broken  right  now,"  General  Joseph  P.  Hoar,  the  Commander  of  Central 
Command,  which  encompasses  the  Middle  East,  has  said  in  testimony  before 
the  Senate  Armed  Services  Committee.  General  Hoar  based  his  statement 
on  several  factors,  including  the  recent  limitation  on  the  use  of  C-141  aircraft 
while  cracks  in  wing  supporting  members  were  being  repaired,  uncertainty 
about  the  fate  of  the  new  C-17  airlifter,  and  possible  limitations  on  the 
Maritime  Administration's  ability  to  secure  crews  for  sealift  ships  it  draws 
from  the  Ready  Reserve  Force. 

CBO  has  not  assessed  the  airlift  and  sealift  problems  that  the  services 
are  experiencing  today,  though  it  appears  that  the  problems  that  exist  are 
being  addressed.  Most  C-141s,  for  example,  will  have  been  inspected  and 
repaired  and  returned  to  full  service  by  the  end  of  1994.  Also,  in  response  to 
General  Hoar's  comments,  Secretary  of  the  Air  Force  Sheila  Widnall  said  the 
United  States  would  use  all  of  its  airlift  aircraft,  including  the  reserves,  in  war. 
More  aircraft  would  thus  be  available  than  are  for  the  peacetime  fleets  to 
which  General  Hoar  was  apparently  referring.  And  the  Administration  has 
proposed  assistance  for  the  merchant  marine  fleet  that  might  address  concerns 
about  the  availability  of  crews  for  sealift  ships.  In  any  case,  the  analysis 
presented  here  is  premised  on  the  implementation  of  actions  to  improve  airlift 
and  sealift  and  to  increase  dramatically  the  prepositioning  of  equipment. 
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The  results  of  CBO's  analysis-shown  in  Figure  5-suggest  that  the  United 
States  and  its  allies  could  build  forces  to  have  substantial  superiority  in  both 
theaters  over  the  three-month  period  CBO  examined  in  its  analysis. 

Results  for  Southwest  Asia.  In  the  Southwest  Asia  conflict,  Iraq  would  start 
out  with  about  double  the  capability  of  the  indigenous  forces  of  Saudi  Arabia 
and  Kuwait.  By  CBO  estimates,  the  United  States  would  be  able  to  land 
enough  forces  to  attain  modest  superiority  within  several  weeks,  and  by  the 
end  of  the  period  of  CBO's  analysis,  allied  forces  would  attain  a  ratio  of  2.8:1. 

Results  for  Korea.  A  conflict  on  the  Korean  peninsula  would  find  friendly 
forces  in  a  better  starting  position  than  in  Southwest  Asia,  largely  because  of 
the  strength  of  South  Korean  forces-augmented  by  forward-deployed  U.S. 
forces-compared  with  North  Korean  capability.  Because  CBO  assumes  the 
United  States  would  devote  to  the  Korean  contingency  fewer  heavy  Army 
forces  and  more  air  and  naval  forces  that  can  be  deployed  more  rapidly,  the 
ratio  of  friendly  forces  to  enemy  forces  would  rise  to  more  than  2:1  by  about 
one  month  after  mobilization  for  the  Korean  war  began.  The  ratio  would 
build  to  about  2.6:1  within  about  two  months. 

What  Measure  of  Superiority  Is  Required?  Based  on  highly  aggregated 
planning  factors,  the  capability  of  the  forces  in  both  scenarios  should  be 
enough  to  assure  a  successful  campaign,  even  if  U.S.  and  allied  forces  take  the 
offensive.  A  rough  rule  of  thumb  is  that  an  attacker  needs  a  local  force  ratio 
of  at  least  3:1  to  win.  Local  balances  of  3:1  in  areas  of  offensive  operations 
would  need  to  be  matched  by  sufficient  forces  in  areas  where  no  attack  is 
planned  to  keep  the  enemy  from  achieving  similar  concentrations.  For 
example,  if  the  United  States  and  its  allies  had  an  overall  ratio  of  2.7:1,  then 
they  could  build  to  a  local  ratio  of  at  least  3:1  over  20  percent  of  the  area  of 
engagement,  while  retaining  a  defensive  ratio  of  1:1  or  higher  throughout 
Some  analysts  viewed  defensive  theaterwide  balances  from  about  0.8:1  down 
to  03:1  as  high  enough  to  prevent  a  successful  attack  by  the  Warsaw  Pact 
against  NATO  during  the  Cold  War.6 

These  conclusions  about  force  ratios  certainly  do  not  apply  in  every 
instance.  History  is  replete  with  examples  of  campaigns  won  by  outnumbered 
forces,  in  some  cases  with  inferior  equipment.  Since  leadership,  luck,  and 
morale  are  difficult  to  quantify,  even  the  most  complex  models  have  failed  to 


6.  Congressional  Budget  Office,  U.S.  Ground  Forces  and  the  Conventional  Balance  in  Europe  (June  1988),  p. 

xv. 
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FIGURE  5.  COMPARISON  OF  SCORES  FOR  UNITED  STATES 
AND  INDIGENOUS  FORCES  IN  THEATER 
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solve  this  problem.  Military  tacticians  would  agree,  though,  that  more  is 
better,  and  that  the  outcome  of  underestimating  the  forces  needed  is  likely  to 
be  higher  U.S.  casualties. 

T-imits  to  foe  Analysis.  CBO  asked  the  services  and  the  Joint  Chiefs  of  Staff 
(JCS)  to  review  the  analysis  underlying  these  results.  The  most  commonly 
raised  criticism  was  that  CBO's  modeling  efforts  are  too  simplistic  and  do  not 
forecast  war  outcomes.  Another  concern  was  that  the  forces  CBO  allocates 
to  each  conflict  are  not  the  specific  forces  the  JCS  would  allocate  in  their  own 
planning  scenarios,  nor  does  CBO's  assumption  of  a  month-long  separation 
between  the  outbreak  of  the  two  wars  match  details  in  JCS  planning 
scenarios.  The  Marine  Corps  argued  that  it  would  take  several  days  longer 
to  unpack  equipment  and  test  it  before  forces  would  be  available  to  fight. 
The  Navy  raised  the  issue  that  enemy  mining  of  port  facilities  could  slow  the 
arrival  of  U.S.  forces.  Finally,  constraints  on  the  capacity  of  port  facilities  and 
airfields  could  also  limit  the  pace  of  the  buildup. 

These  reservations  suggest  that  CBO's  analysis  should  be  used  with 
caution.  Factors  that  could  be  incorporated  in  more  detailed  wargaming 
might  suggest  that  higher  levels  of  forces  or  lift  could  be  needed.  If,  as  the 
JCS  suggested,  enemy  forces  were  to  overrun  friendly  ports  or  airfields  (as 
they  did  in  Korea  in  1950),  a  prolonged  struggle  could  ensue  to  retake  ports 
via  amphibious  assault.  Or  friendly  forces  might  need  to  travel  from  greater 
distances  to  the  engagement  and  fight  for  longer  periods  to  regain  territory. 
Deployment  times  could  also  be  longer  if  the  Navy  had  to  engage  in  a 
prolonged  minesweeping  campaign  before  transport  ships  could  land  their 
equipment. 

The  JCS's  detailed  deployment  schedules  are  classified,  and  CBO 
deliberately  elected  not  to  use  them.  But  the  forces  described  in  the  bottom- 
up  review  should  be  common  to  both  analyses:  the  only  issues  are  where  they 
would  go  and  in  what  order.  Shifting  forces  that  CBO  assumed  would  be 
deployed  later  to  earlier  deployment,  or  shifting  forces  from  one  region  to  the 
other,  ought  not  to  change  the  overall  outcome  substantially. 

Finally,  estimates  of  airfield  and  seaport  limitations  indicate  that  under 
most  assumptions,  there  would  be  little  or  no  long-term  delay  in  deployment 
because  of  crowding.  A  report  by  the  Military  Traffic  Management 
Command-a  part  of  Transportation  Command  that  works  out  the  details  of 
U.S.  mobility  plans-concludes  that  seaports  are  largely  capable  of  supporting 
a  full  deployment;  similarly,  Air  Mobility  Command  noted  that  normally,  the 


27 


237 

Continental  United  States  "does  not  represent  a  system  constraint"7  The 
total  capacity  of  Saudi  airports  and  seaports  is  well  above  requirements,  as  is 
South  Korea's  seaport  capacity.  Assuming  the  host  nations  were  willing  to 
allow  deployment  to  displace  commercial  traffic,  no  delays  would  be  incurred. 
A  possible  limitation  is  the  lack  of  availability  of  the  South  Korean  airports 
because  of  conflict;  in  such  a  case,  Japanese  airbases  would  be  large  enough 
to  absorb  the  excess.  In-theater  assets  (such  as  the  C-130  aircraft)  could  then 
deliver  assets  to  forward  bases,  as  could  the  new  C-17  airlifter. 

Despite  their  limitations,  the  force  ratios  that  result  from  CBO's  model 
should  serve  as  a  rough  guide  for  assessing  how  much  capability  the 
Administration's  forces  might  provide  in  two  wars.  CBO's  admittedly  simple 
deployment  model  suggests  that  the  Administration's  planned  force  levels 
would  bring  substantial  capability  to  two  regional  wars  and  that  improvements 
in  mobility  should  accelerate  the  buildup  of  that  capability. 

Of  course,  the  United  States  has  never  had  to  face  the  actuality  of  two 
regional  powers  engaging  in  aggression  against  their  neighbors  within  the 
same  month-at  least  not  where  U.S.  interests  were  sufficiently  involved  to 
cause  it  to  go  to  war.  DoD's  planning  process,  which  is  understandably 
pessimistic  on  these  matters,  produces  a  "worst-case"  scenario.  If  one  were 
more  optimistic,  then  perhaps  one  could  plan  for  forces  that  are  sufficient  to 
fight  in  one  regional  conflict  Under  this  scenario  the  United  States  might  be 
able  to  make  further  force  reductions  if,  as  the  earlier  analysis  of  long-term 
budgets  suggests,  more  cuts  need  to  be  made  in  the  defense  budget 


ILLUSTRATIVE  ALTERNATIVES 

CBO  conducted  an  analysis  of  several  alternatives  to  the  Administration's 
plans,  looking  at  the  cost  and  capability  of: 

o         Larger  and  smaller  forces; 

o         Cuts  in  operating  costs  for  planned  force  levels;  and 

o         Further  procurement  and  development  cuts. 


Increased  Forces 

A  number  of  participants  in  the  defense  debate  have  argued  that  the 
Administration's  plan  cuts  forces  too  deeply.    Concerned  about  tensions  in 


7.  Military  Traffic  Management  Command,  Transportation  Engineering  Agency,  A  Study  of  Depioyabtiity 

Through  the  United  States  Strategic  Potts  (Newport  News,  Va.:  MTMC,  April  1993). 
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Eastern  Europe,  perceived  difficulties  in  fighting  two  wars  at  once,  and  the 
sharp  decline  in  forces,  they  argue  that  cutting  forces  below  today's  levels  is 
unwise.  If  the  United  States  forces  were  to  remain  at  today's  levels,  the  Army 
would  retain  12  active  divisions-about  20  percent  more  than  the 
Administration  plans.  The  Navy  would  keep  387  ships,  about  15  percent  more 
than  planned.  The  Air  Force  would  be  about  10  percent  bigger,  with  22 
tactical  fighter  wings. 

Increased  Capability.  Retaining  1994  force  levels  would  increase  the 
capability  of  U.S.  forces  to  fight  two  regional  wars.  Because  of  lift  constraints, 
however,  most  of  the  additional  capability  would  not  arrive  until  the  end  of 
the  period  CBO  used  in  its  analysis.  An  exception  to  this  might  be  tactical 
aircraft:  Navy  tactical  aircraft  could  arrive  aboard  carriers.  Air  Force  tactical 
aircraft  could  probably  fly  to  the  theater  quickly  but  would  not  be  able  to 
fight  until  their  squadron  equipment  had  arrived.  Eventually,  regional 
balances  might  rise  to  32:1  in  Southwest  Asia  compared  with  2.8:1  for  the 
Administration's  forces.  Korean  balances  would  remain  at  2.6:1. 

Increased  Costs.  Costs  for  this  alternative  would  increase  both  in  the  near 
term  and  in  the  longer  term.  The  relatively  large  near-term  increase  would 
necessitate  either  substantially  reallocating  funds  from  other  discretionary 
spending  to  defense  compared  with  the  Administration's  plan,  or  relaxing  the 
OBRA-93  caps. 

Near  Term.  Assuming  that  the  funding  in  the  1994  operating  accounts  would 
be  sufficient  to  maintain  1994  force  levels,  operating  costs  would  be  almost 
$70  billion  higher  over  the  five-year  period  (see  Table  6).  Procurement 
funding  would  probably  not  need  to  rise  appreciably  for  most  systems  since, 
as  indicated  earlier,  DoD  has  surpluses  of  most  major  weapon  systems. 

One  exception  to  this  finding  is  in  the  arena  of  naval  carrier  aircraft, 
where  DoD  will  experience  shortages  even  under  the  Administration's  plan. 
Indeed,  the  Navy  plans  to  take  a  number  of  measures  including  placing 
Marine  Corps  aircraft  in  Navy  wings  and  reducing  the  number  of  aircraft  per 
carrier  to  deal  with  its  shortages.  If  the  Navy  retained  two  extra  air  wings,  as 
this  option  assumes,  it  would  need  to  buy  about  48  more  F/A-18s-roughly  the 
number  of  planes  for  two  wings— during  the  five-year  period,  and  it  would 
need  several  billion  dollars  more  in  procurement  funds.8 


A  notional  Navy  airwing  contains  36  F/A-18s.  But  the  Navy  has  too  few  f'/A-lKs  to  provide  that  many  for 
each  of  its  wings.  F/A-18  stocks  in  the  Navy  might  provide  for  an  average  of  about  24  F/A-18s  per  wing. 
Thus,  CBO's  rough  cost  calculation  assumes  that  about  S3  billion  would  be  needed  to  buy  48  planes. 
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TABLE  6.  ALTERNATIVES  TO  THE  ADMINISTRATION'S  PLAN: 

EFFECTS  ON  COST  AND  CAPABILITY 


Approach 


Savings  (-)/ 
Costs  for 

1995 
to  1999 


Capability 
Ratio 


Southwest  Asia 


Korea 


Administration's  Planned  Forces 

Keep  Larger  Forces  (With  1994 
levels  held  constant)8 

Cut  Forces  Further  (2  wings, 
2  carriers,  3  light  divisions) 

Cut  Acquisition  Programsb 
Buy  five  fewer  DDG-51 
destroyers  for  the  Navy 

Cancel  Air  Force's 
F-22  Fighter 

Cancel  Army  tank 
upgrade 

Cut  RDT&E  to  Historical  Shares 


70 


-23 


■12 

-2 
■12 


2A1 


3.2:1 


2.6:1 


na. 


JUL 

na. 


2.6:1 
2^:1 
2.5:1 

n.a. 
n.a 

n-a. 


SOURCE:    Congressional  Budget  Office. 

NOTES:    RDT&E   ■  research,  development,  test,  and  evaluation;  ni.  ■  not  available. 

a.  Administration's  planned  funding  compared  with  1994  baseline. 

b.  Estimates  from  Congressional  Budget  Office,  Reducing  the  Deficits  Spending  and  Revenue  Options  (March  1994). 
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If  these  near-term  increases  were  not  offset  by  other  reductions  in  the 
defense  budget,  it  would  mean  that  DoD  would  experience  much  smaller 
reductions  in  spending.  If  discretionary  caps  remain  in  place,  defense  would 
absorb  only  about  20  percent  of  the  real  reduction  taken  by  discretionary 
programs  to  meet  the  caps,  and  domestic  discretionary  spending  might  have 
to  absorb  more  than  70  percent  of  the  reduction.  This  outcome  compares 
with  that  of  defense  absorbing  about  80  percent  of  the  reduction  in  the 
Administration's  plan. 

Longer  Term.  Over  the  longer  term,  larger  forces  raise  even  more  concerns 
about  affordability.  CBO  has  not  done  a  detailed  analysis  of  the  added  costs. 
But  the  addition  to  annual  operating  costs  would  be  joined  by  substantially 
higher  requirements  for  procurement  funding,  since  more  equipment  would 
be  needed  for  the  larger  number  of  forces. 


Alternatives  That  Save  Money 

Though  there  is  some  support  for  adding  to  the  defense  budget,  there  may  be 
just  as  much  or  more  pressure  to  save  additional  amounts  from  defense. 
Pressure  for  large  budget  reductions  may  have  eased  somewhat  because  of 
concerns  about  world  events.  But  pressure  for  decreases  may  result  simply  as 
budget  forecasts  become  reality.  The  following  options  discuss  ways  of 
making  modest  cuts  to  defense  spending. 

Smaller  Forces.  If  the  United  States  were  to  cut  two  additional  tactical  air 
wings,  two  more  carriers,  and  three  of  the  Army's  four  light  divisions  from  the 
Administration's  force  levels,  the  defense  budget  might  be  about  $23  billion 
lower  than  the  Administration  plans  during  the  five-year  period  through  1999 
(see  Table  6).9 

After  such  force  reductions,  military  capability  would  of  course  be 
lower.  The  ratios  of  forces  in  Southwest  Asia  would  fall  to  about  2.6:1  after 
all  active  forces  were  deployed  from  the  2.8:1  for  the  BUR  forces.  The 
Korean  ratio  would  fall  from  2.6:1  for  the  BUR  forces  to  about  2.5:1. 

The  United  States  might  be  able  to  make  up  shortfalls  with  reserve 
ground  forces,  though  they  would  not  be  ready  early  in  either  war.  In  the 
preceding  analysis,  CBO  did  not  assume  that  units  in  the  Army  National 
Guard  would  be  deployed,  since  this  presentation  of  analysis  discusses  only 
three  months  and  even  the  readiest  of  the  Guard's  units  might  take  about  that 


The  force  reductions  discussed  here  are  taken  from  OKI's  publication  Reducing  the  Deficit:  Spending  and 
Revenue  Options.  The  1994  edition  contains  a  number  of  force  reductions  that  the  Congress  might  consider. 
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long  to  become  ready  to  be  deployed,  according  to  Army  estimates.  It  also 
seemed  reasonable  that  the  United  States  would  withhold  some  forces  even 
when  engaged  in  two  conflicts.  Mobilized  Guard  units  might  fill  this  role. 
But  if  more  forces  were  cut,  as  this  option  assumes,  at  least  some  of  the 
Guard  units  might  also  be  deployed  eventually,  thus  offsetting  the  reductions 
in  active  capability. 

Reduce  Operating  Costs  for  Planned  Forces.  Another  way  to  save  operating 
dollars  might  be  to  reduce  the  funds  spent  per  unit  This  reduction  could  be 
made  by  flying  planes  less,  keeping  ships  in  port,  and  cutting  down  on  the 
number  of  days  tanks  are  driven  (so-called  operating  or  "op"  tempo.)  It  might 
also  be  done  by  relying  more  on  reserve  forces. 

Reduce  the  Operating  Tempo  of  Forces.  CBO  lacks  the  data  to  estimate  the 
total  decrease  in  funding  that  results  from  reductions  in  operating  tempo,  but 
it  may  be  relatively  small  compared  with  reducing  the  number  of  forces.  For 
example,  a  50  percent  reduction  in  the  number  of  hours  flown  by  an  Air 
Force  F-16  squadron  would  produce  a  cut  of  only  about  20  percent  of  the 
squadron's  direct  operating  costs.  It  might  produce  even  more  modest 
reductions  in  indirect  costs,  and  none  at  all  in  overhead.  (About  $8  million 
would  be  cut  out  of  an  annual  squadron  operating  cost  of  about  $40  million 
in  1995  dollars.) 

Perhaps  more  important,  keeping  up  training  depends  heavily  on 
operating  tempo,  and  a  number  of  military  leaders  have  emphasized  the 
priority  they  give  to  avoiding  decreasing  training  and  creating  "hollow  forces." 
But  DoD  has  made  some  cuts  to  the  operating  tempo  of  some  forces, 
particularly  those  that  had  to  be  available  immediately  for  strategic  deterrence 
purposes  during  the  Cold  War.  For  example,  strategic  bombers  that  remained 
on  24-hour  alert  no  longer  do  so.  There  may  be  other  areas-for  example,  the 
fleet  of  Trident  submarines-where  operating  tempo  could  be  cut,  thus 
producing  savings. 

Relv  More  on  Reserves.  DoD  could  also  rely  more  on  reserve  forces. 
Reserve  forces  typically  cost  less  to  operate  than  active  forces.  For  example, 
divisions  in  the  Army  National  Guard  cost  only  about  25  percent  as  much  as 
active  divisions.  Air  and  naval  reserve  forces  also  cost  less  than  their  active 
counterparts,  though  they  save  less  than  ground  forces.  These  lower  costs 
probably  had  a  good  deal  to  do  with  the  total-force  policy  originally 
articulated  by  then  Secretary  of  Defense  Melvin  Laird  in  the  early  1970s. 
Defense  planners,  confronted  with  the  formidable  threat  of  the  former  Soviet 
Union  and  a  public  disillusioned  by  defense  spending  as  U.S.  participation  in 
the  war  in  Vietnam  drew  to  a  close,  proposed  relying  on  cheaper  reserve 
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forces.  The  United  States  could  do  this  again  and  reduce  the  average  costs 
of  the  forces  it  keeps. 

Heavier  reliance  on  reserve  forces,  however,  would  raise  concerns  about 
readiness,  particularly  for  the  Army,  where  savings  are  greatest  Such 
concerns  probably  arise  from  a  perception  that  Guard  forces  were  not 
available  quickly  enough  in  the  war  with  Iraq.  The  active  Army  now  expects 
to  fill  out  its  divisions  with  three  active  brigades,  rather  than  keeping  two 
active  brigades  and  counting  on  Guard  brigades  to  round  out  the  division  on 
mobilization.  Reversing  this  policy  and  also  looking  for  opportunities  in  the 
other  services  to  make  more  use  of  reserve  forces  could  save  substantial 
amounts  of  money,  though,  once  again,  probably  less  than  would  outright 
force  cuts.  At  least  for  Army  forces,  concerns  would  then  be  raised  about 
whether  Guard  forces  can  be  available  quickly  enough  to  be  useful  in  rapidly 
arising  regional  wars. 


Reduce  Acquisition  Programs 

A  number  of  reductions  to  procurement  funds  might  also  be  considered, 
especially  in  the  near  term.  Development  funding  might  also  be  cut 

Reduce  Procurement  Funding.  Although  DoD's  budgets  will  buy  considerably 
fewer  weapons  during  the  next  five  years  than  they  have  in  past  periods,  some 
weapons  might  not  be  needed  to  counter  the  smaller  and  less  capable  threats 
the  United  States  might  face.  In  its  annual  publication  on  possible  deficit 
reductions,  CBO  provides  a  number  of  options  that  would  cancel  systems. 
The  Congress  might  consider  eliminating  some  of  these  systems,  perhaps 
replacing  them  with  less  costly  ones.  (Three  program  changes  were  selected 
as  examples— one  each  for  the  Army,  Navy,  and  Air  Force.  Table  6  shows  the 
savings  associated  with  canceling  them.) 

DoD  expects  to  buy  several  weapons-particularly  ships-not  because  of 
current  shortfalls  in  inventory,  but  rather  to  preserve  the  industrial  capability 
needed  for  potential  future  procurement.  In  contrast  DoD  has  been  willing 
to  forgo  producing  new  equipment  to  maintain  the  industrial  base  for  tanks, 
though  it  does  plan  on  substantial  modifications  to  the  existing  tank  fleet  that 
should  sustain  much  of  the  capability  for  tank  production.  To  meet  budget 
targets,  the  Army  once  was  willing  to  cancel  all  tank  production.  At  that 
time,  it  argued  that  the  cost  of  continuing  tank  production  exceeds  the  cost 
of  storing  plant  stock  and  facilities  until  the  next  time  a  tank  is  needed  for 
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inventory  purposes  (around  2009,  though  the  Army  may  wait  longer  since  it 
has  not  yet  started  development  of  a  new  tank).10 

The  Navy  and  the  Air  Force  might  be  able  to  tolerate  similar  gaps  in 
new  procurement.  As  with  Army  tanks,  the  Navy  has  excess  stocks  of  ships 
and  the  Air  Force  of  planes,  compared  with  the  stocks  they  would  need  for 
the  smaller  planned  forces.  Both  services,  however,  seem  to  be  at  least 
contemplating  the  possibility  of  accelerating  retirement  schedules  of  less 
desirable  equipment  to  bring  inventories  more  in  line  with  requirements.  In 
view  of  this  surplus,  further  cuts  to  procurement  might  be  taken,  especially  if 
there  are  other  ways  to  hedge  against  lost  production  facilities.  CBO  has  not 
performed  a  detailed  analysis  to  determine  if  problems  exist  that  make  the 
Army's  willingness  to  "mothball"  its  industrial  base  less  appropriate  for  the 
other  services. 

Reduce  Development  Funding.  The  Congress  or  the  Administration  could 
also  reduce  development  funding  further.  The  Administration  plans  to  reduce 
funding  for  development  by  1999  to  about  12  percent  of  the  budget.  This 
share  is  lower  than  the  14  percent  share  that  development  was  given  in  1994, 
but  it  remains  higher  than  its  historical  share  of  about  11  percent  from  1950 
to  1993.  Given  reduced  worries  about  innovation  by  potential  adversaries, 
further  cuts  to  development  might  be  acceptable.  Cutting  development's 
share  of  DoD  funding  by  1  percentage  point  per  year,  while  keeping  other 
titles  at  their  requested  levels,  would  save  about  $12  billion  over  the  five-year 
period  starting  in  1995. 

Ultimately,  such  reductions  may  be  difficult  to  realize.  In  particular, 
under  the  RDT&E  title  it  may  not  be  easy  to  cut  those  portions  of  spending 
that  reflect  nontraditional  spending  with  high  priority,  such  as  funds  for 
defense  conversion  and  environmental  cleanup.  In  addition,  the  United  States 
may  want  to  keep  a  fairly  high  level  of  basic  research  even  in  a  fairly  safe 
world  because  research  is  a  relatively  inexpensive  hedge  against  uncertainty. 


10.  Congressional  Budget  Office,  'Alternatives  for  the  U.S.  Tank  Industrial  Base,*  CBO  Paper  (February  1993). 
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APPENDIX  A:  TABLES  PRESENTING  ANALYTIC  ASSUMPTIONS  FOR 
CBO'S  LONG-TERM  FUNDING  ANALYSIS 
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TABLE  A-l.     CBO  ASSUMFnONS  BEHIND  PROJECTIONS 
OF  LONG-TERM  COSTS,  2000  TO  2010 


Budget  Category 


Estimate  A 


Estimate  B 


For  AD  Military  Services 


Military  Personnel 


Administration  estimate 
for  1999  held  constant. 


Same. 


Operation  and  Maintenance 


Administration  estimate 
for  1999  held  constant. 


Same. 


Major  Weapon  System 
Procurement 


Uses  DoD  prices  and  planned 
replacement  schedules. 


Incorporates  estimate  of 
cost  growth. 


Minor  Procurement 


Estimate  based  on  factors 
related  to  force  size. 


Regression  on  major 
procurement  spending. 


Research  and  Development 


Historical  real  average 
amount  held  constant. 


Historical  average  share 
of  total  DoD  budget. 


Military  Construction  and 
Family  Housing 


Estimate  based  on  factors 
related  to  force  size. 


Same. 


For  Other  DoD  Categories 


Ballistic  Missile  Defense 


Administration  estimates 
through  2005.  Constant  real 
spending  thereafter. 


Incorporates  estimate  of 
cost  growth. 


Defense  Health  Program 


Estimate  based  on  expansion 
of  managed  health  care 
nationwide. 


Some  cost  growth  due  to 
expansion  of  managed 
health  care  nationwide. 


Environmental  Spending 


Cleanup  of  past  hazardous 
waste  sites  expands  over 
2000  to  2004,  then  slows. 


Incorporates  estimate  of 
cost  growth. 


Defense  Conversion 


Other  Defense- Wide/ 
Defense  Agency 


Personnel,  community,  and 
dual-use  technology 
programs  end  in  1999. 

Administration  estimate  for 
1999  held  constant. 


Dual-use  technology 
programs  continue 
through  2010. 

Same  share  of  DoD  budget 
as  in  1999. 


Other  National  Security 


Administration  estimate  for 
1999  held  constant. 


Same. 


SOURCE:      Congressional  Budget  Office. 
NOTE:     DoD  ■  Department  of  Defense. 
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TABLE  A-2.      PROCUREMENT  OF  SELECTED  MAJOR  WEAPONS  UNDER  THE 
ADMINISTRATION'S  PLAN,  AS  ESTIMATED  BY  CBO 


Category 


FYDP, 
1995- 
1999 

Period 


2000-  Maximum 

2010  Annual  Program 

Period  Rate  Timing 


Attack  Helicopters 


Army 


1,008 


Navy 


120 


Begins  in  2001 


Carriers 

1 

3 

1 

n.a. 

Destroyers 

15 

33 

3 

n.a. 

Attack  Submarines 

Seawolf 

1 

0 

1 

Procured  in  1996 

New  Attack  Submarine 

1 

16 

2 

Begins  in  1998 

Attack  Aircraft 

F/A-18  C/D 

72 

0 

36 

Ends  in  1997 

F/A-18  E/F 

72 

528 

48 

Begins  in  1997 

JAST 

0 

18 
Air  Force 

12 

Begins  in  2009 

Tactical  Combat  Aircraft 

F-22 

20 

422 

48 

Begins  in  1997 

JAST 

0 

120 

48 

Begins  in  2007 

Airlift  Aircraft 

C-17 

50 

.      44 

12 

Ends  in  2003 

SOURCE:    Congressional  Budget  Office  based  on  Department  of  Defense  data. 

NOTE:  FYDP  =  Future  Years  Defense  Program;  JAST  «=  Joint  Advanced  Strike  Technology;  dj.  ■=  not  available. 
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TABLE  A-3.      AVERAGE  UNIT  PROCUREMENT  COSTS  ASSUMED  BY  CBO 
(In  millions  of  1995  dollars) 


Lower  Higher 

Estimate  Estimate 


Army 

Attack  Helicopters 

RAH-66  23  29 


Navy  and  Marine  Corps 


Carriers 

4,600 

Destroyers" 

700 

Attack  Submarines 

Seawolf 

2,400b 

New  attack  submarine 

L500 

Attack  Aircraft 

F/A-18E/F 

60 

JAST 

55 

Air  Force 

Tactical  Combat  Aircraft 

F-22 

90 

JAST 

35 

Airlift  Aircraft 

C-17 

275 

5,500 
900 

2,700° 
L800 

80 
80 


120 
50 

275 


SOURCE:     Congressional  Budget  Office  based  on  Department  of  Defense  data. 
NOTES:   FYDP  *  Future  Years  Defense  Program;  JAST  -  Joint  Advanced  Strike  Technology. 
CBO  assumes  the  Navy  will  spend  about  SI  billion  per  year  on  the  V-22. 

a.  The  DDO-51  costs  $900  million  each.  The  lower  estimate  of  3700  million  and  higher  estimate  of  $900  million  arc 
the  costs  for  the  DDG-51  successor. 

b.  Of  the  unit  costs  of  S2.4  billion  for  the  third  Seawolf,  about  $900  million  has  already  been  funded.  About  513 
billion  would  be  needed  to  complete  the  ship  in  fiscal  year  1996. 


c.    Assumes  continuing  cost  overruns  on  Seawolf  submarines. 
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APPENDIX  B:   MIRKWOOD  ASSUMPTIONS  AND  METHODOLOGY 

MIRKWOOD  is  a  model  developed  to  simulate  the  first  90  days  of 
deployment  of  U.S.  military  forces  to  theaters  of  two  nearly  simultaneous 
major  regional  contingencies,  it  also  measures  the  total  capability  of  forces 
within  a  theater  using  TASCFORM  scores  for  both  U.S.  forces  that  have 
arrived  in  port  and  all  allied  and  opposition  forces.  TASCFORM  (Technique 
for  Assessing  Comparative  Force  Modernization)  was  developed  by  The 
Analytic  Sciences  Corporation  (TASC)  to  measure  relative  performance  of 
weapon  systems.  The  model  does  not  measure  forces  engaged  in  combat:  that 
step  would  involve  modeling  intratheater  mobility,  logistics  constraints, 
strategic  decisions,  and  tactical  choices  made  by  the  commanders  in  the  field, 
all  of  which  are  beyond  the  scope  of  this  analysis. 

MIRKWOOD  does  not  reflect  the  impact  of  attrition;  command, 
control,  communications,  and  intelligence;  morale;  training;  leadership;  or 
other  factors  which  would  influence  the  outcome  of  the  war. 

The  strategic  mobility  portion  of  the  model  makes  a  number  of 
assumptions  about  mobility  performance,  which  were  taken  from  military 
planning  factors  when  available.  In  MIRKWOOD,  active  component  units 
are  mobilized  without  difficulty,  and  deployed  to  U.S.  airports  or  seaports 
without  constraints.  It  is  assumed  that  no  traffic  congestion-related  delays 
take  place  at  such  ports,  en  route,  or  at  the  destination.  In  the  two 
contingencies  actually  analyzed  here  (Southwest  Asia  and  Korea),  airfields 
and  ports  to  be  used  meet  the  requirements  for  airport  and  seaport  space. 
However,  political  or  military  constraints  on  the  use  of  airfields,  mining  of 
seaports,  or  other  similar  factors  could  constrain  the  deployment 

Reserve  components  that  play  a  role  in  the  movement  of  forces  are 
assumed  to  be  called  up  and  available  immediately.  Other  Air  National 
Guard  and  Air  Force  Reserve  tactical  units  would  be  available  within  the  first 
month;  all  other  reserve-component  combat  units  are  assumed  to  be 
unavailable  through  the  90-day  period  of  analysis,  though  they  might  be 
available  and  used  later. 

The  analysis  assumes  that  improvements  to  mobility  assets  in  the 
Administration's  plan,  such  as  the  construction  and  conversion  of  sealift, 
procurement  of  the  first  40  C-17s,  and  software  and  administrative 
improvements  at  Transportation  Command,  are  carried  out  fully  as  of  2001. 
Ninety  percent  of  military  airlift  and  all  military  sealift  (including  the  Ready 
Reserve  Fleet)  are  assumed  to  be  available  for  mobility  operations.  The 
Marines  would  maintain  their  three  brigade-sized  prepositioning  squadrons, 
and  the  Army  would  establish  two  brigades  of  prepositioned  equipment  in 
Southwest  Asia  and  an  additional  brigade  afloat.  The  Civil  Reserve  Air  Fleet 
would  be  activated  at  Stage  II  immediately,  and  at  Stage  III  at  the  beginning 
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of  the  second  major  regional  contingency.  Approximately  500,000  tons  of 
commercial  containerized  shipping  would  be  contracted  for;  the  additional 
sealift  this  provides  combined  with  sealift  not  used  in  unit  deployment  would 
be  enough  to  sustain  the  forces  with  high  estimates  of  sustainment 
requirements. 

Calculations  for  airlift  were  performed  by  using  a  spreadsheet  model 
that  included  the  effects  of  maintenance  limitations  on  aircraft  availability; 
availability  of  pilots  and  operating  assumptions;  en-route  basing;  planning 
factors  for  average  payloads;  and  maximum  on-ground  limitations  for  airfields. 
This  approach  was  considered  by  Air  Mobility  Command  to  be  an  acceptable 
methodology. 

Sealift  totals  were  derived  from  a  computer  simulation  of  the  movement 
of  individual  ships  and  ship  types  from  the  United  States  to  theater,  using 
Navy  planning  factors  for  activation  rates,  speeds,  and  operating  cycles,  and 
Army  assumptions  for  loading,  unloading,  and  average  cargo  by  square  feet. 
MIRKWOOD  does  not  adjust  cargo  utility  for  various  types  of  unit 
equipment.  CBO's  model  assumed-based  on  averaging  Army  factors-that 
about  30  percent  of  the  space  on  ships  goes  unused. 

^ 

Total  airlift  and  sealift  capacity  are  then  matched  against  an  illustrative 
deployment  schedule  based  on  experience  in  the  war  with  Iraq,  service 
comments,  and  CBO  assumptions.  The  resulting  capability  (in  TASCFORM 
scores)  for  the  cumulative  equipment  deployed  in  theater  is  measured  against 
the  total  score  for  the  armed  forces  of  the  opposition. 

United  States  combat  forces  are  assumed  to  be  at  1999  bottom-up 
review  levels.  The  model  assumed  that  one  of  the  two  U.S.  divisions 
stationed  in  Europe  would  be  deployed  to  Southwest  Asia;  the  other,  along 
with  nondivisional  assets,  would  remain  in  Europe.  Estimates  of  allied  and 
enemy  force  structures  are  as  of  1993  and  are  from  The  Military  Balance  1993- 
1994,  by  the  International  Institute  for  Strategic  Studies. 
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I  would  point  out  that  in  our  annual  deficit  reduction  volume, 
which  includes  roughly  200  ways  to  reduce  spending  or  raise  reve- 
nues, one  of  the  options  involves  reducing  the  nuclear  delivery  sys- 
tems while  keeping  them  within  the  START  II  limits. 

What  it  calls  for  instead,  I  believe,  is  increasing  the  number  of 
warheads  on  the  Trident  missiles  and  some  other  delivery  systems, 
so  that  we  stay  within  the  limits.  We  would  not  reduce  the  overall 
capacity,  just  the  number  of  vehicles,  in  a  sense,  that  can  carry  the 
load.  But  that  does  not  really  relate  to  the  question  that  you  asked, 
which  dealt  more  with  conventional  bombers. 

Senator  Exon.  I  would  simply  say,  doctor,  I  was  thinking  of  con- 
ventional bombings  in  the  conventional,  rather  than  the  nuclear 
war,  and  I  am  talking  now  of  conventional  use  of  bombers  with 
conventional  bombs.  I  happen  to  feel  that  if  we  are  woefully  weak 
with  regard  to  our  projection  of  forces  in  a  conventional,  as  opposed 
to  a  nuclear  conflict,  that  the  bottom-up  review  in  raw  numbers 
have  indicated  that  we  would  end  up  with  20  B-2's,  79  or  80  B- 
l's  and  maybe  50  B-52's.  I  do  not  offhand  remember  what  the  B- 
52H  models  are,  but  if  you  retire  the  H's,  I  guess  probably  you 
would  be  down  to  about  50  B-52's. 

The  problem  that  we  have  with  these  numbers  is  that  they  do 
not  seem  to  reflect  the  realities  that  the  number  then  would  be 
roughly  150  bombers  for  conventional  warfare.  On  two  fronts,  that 
does  not  sound  like  very  many  bombers,  compared  with  the  number 
of  bombers  that  we  had  in  World  War  II.  Certainly,  our  bombers 
are  more  capable  in  some  ways. 

The  other  problem  that  I  have  and  the  concern  that  I  think  is 
quite  prevalent  in  the  Armed  Services  Committee  is  the  fact  of  how 
good  are  the  bombers.  We  know  the  B-52's  are  good  bombers,  they 
do  an  excellent  job,  as  evidenced  very  validly  in  Desert  Storm. 

The  B-l  bombers,  as  we  all  know,  has  all  kinds  of  problems  and 
difficulties.  Unfortunately,  the  B-l  was  designed  primarily  as  a  nu- 
clear delivery  vehicle,  and  yet  the  electronic  countermeasures,  im- 
provements that  are  obviously  needed  on  the  B-l,  if  we  are  going 
to  use  it  at  the  altitude  for  bombing,  for  conventional  bombs  would 
make  it  not  a  very  effective  aircraft,  because  the  RAND  study  and 
others  have  indicated  that  it  is  very  susceptible  to  enemy  anti- 
aircraft fire. 

The  other  thing  that  we  have  to  recognize  is  even  if  we  have  150 
of  these,  we  know  by  history  that  some  of  them  are  used  for  train- 
ing, many  of  them  are  down  for  maintenance  and,  therefore,  at  no 
time  would  we  likely  have  more  than  13  or  14  of  our  B-2's,  when 
they  are  all  delivered.  Likewise,  the  number  of  probably  of  bombers 
ready  to  go  and  be  part  of  a  two-region  complex  would  be  maybe 
100  to  116,  rather  than  150. 

Once  again,  did  you  look  at  any  of  that,  or  will  that  come  in  your 
testimony  next  week?  And  where  is  that  testimony  to  be  presented? 

Dr.  Reischauer.  The  House  Armed  Services  Committee. 

Senator  Exon.  The  House  Armed  Services  Committee. 

Dr.  Reischauer.  Before  Fran  adds  something  to  this  discussion, 
let  me  say  that  the  numbers  you  are  talking  about  do  seem  very 
small,  especially  in  contrast  to  the  number  of  bombers  that  we  had 
in  World  War  II.  But  we  have  to  look  around  the  world  and  ask 
ourselves  about  the  size  of  the  threat  that  these  forces  might  be 
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called  upon  to  counter,  especially  when  we  are  dealing  with  coun- 
tries that  do  not  have  very  well-developed  economies  or  capacity  on 
their  own  to  manufacture  sophisticated  weapons.  The  world  looks 
very  different  now  than  it  did  when  we  were  either  facing  the  So- 
viet Union  or  facing  Germany  and  Japan  at  their  peak  during 
World  War  II. 

Ms.  LussiER.  Senator,  I  think  you  raise  a  good  point,  and  al- 
though we  did  not  address  it  directly  in  our  roles  and  missions 
analysis,  we  did  address  it  indirectly  when  we  talked  about  reduc- 
ing the  carrier  force  in  favor  of  relying  more  on  the  Air  Force  for 
power  projection. 

One  reason  we  structured  the  option  that  way  is  that  it  is  much 
cheaper  to  maintain  bombers  and  aircraft  and  launch  them  from 
land  bases,  than  to  maintain  them  on  carriers.  So  one  way  to  make 
up  partially  for  a  reduction  in  the  size  of  the  carrier-based  aircraft 
fleet  would  be  to  retain  more  B-52s  and  carry  out  long-range  at- 
tacks from  the  United  States  using  that  bomber  fleet. 

Senator  EXON.  My  time  is  up,  Mr.  Chairman.  Thank  you. 

Chairman  Sasser.  Thank  you,  Senator  Exon. 

Dr.  Reischauer,  I  want  to  thank  you  and  your  associate  for  ap- 
pearing here  today.  We  may  have  additional  questions  for  the 
record  which 

Senator  Exon.  If  we  are  going  to  dismiss  the  witness,  I  thought 
we  would  have  a  second  round.  May  I  ask  one  other  question? 

Chairman  Sasser.  You  sure  may. 

Senator  Exon.  On  your  studies,  what  have  you  done  or  rec- 
ommended about  another  very  important  part  of  our  military  deter- 
rence, our  nuclear  deterrence  which  is  going  to  be  around  and  obvi- 
ously has  to  be  around?  As  you  know,  a  substantial  portion  of  our 
budget  that  we  deal  with  in  the  Armed  Services  Committee  is  de- 
voted to  money  that  goes  to  the  Energy  Department  with  regard 
to  the  production  of  certain  nuclear  material  that  is  necessary. 

Sometime  in  the  future — and  we  have  got  to  start  addressing 
this  now — is  the  matter  of  tritium  production.  We  have  none  today. 
As  you  know,  tritium  reduces  by  nature  5  to  8  percent  a  year.  We 
are  talking  to  the  people  over  in  the  Energy  Department  about 
what  we  should  do  in  that  area.  Every  time  you  start  a  new  reactor 
for  any  purpose,  especially  tritium,  you  talk  about  big  money.  Have 
you  addressed  that  at  CBO,  and  do  you  have  any  recommenda- 
tions? 

Dr.  Reischauer.  We  are  just  starting  a  study  for  the  Senate  Ap- 
propriations Committee  on  this  topic,  I  believe.  We  will  be  glad  to 
keep  you  informed  on  that. 

Senator  Exon.  Thank  you,  doctor.  That  is  a  very,  very  important 
subject,  and  it  is  something  that — if  we  start  today,  with  all  the  en- 
vironmental restrictions,  we  could  not  produce  tritium  for  probably 
11  or  12  years.  I  have  seen  estimates  all  the  way  from  8  to  13.  But 
it  is  something  that  we  should  address,  and  I  have  been  looking  for 
ways  that  our  defense  facilities,  especially  our  labs,  might  be  able 
to  come  up  with  something  that  would  give  us  some  background  on 
tritium,  getting  it  some  place  else  and  not  building  a  reactor  with 
it.  It  is,  once  again,  something  that  we  have  to  look  at  in  the  fu- 
ture. 
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Thank  you  very  much.  I  look  forward  to  getting  your  bomber  re- 

Eort,  if  you  could  remember  to  put  it  down  as  quickly  as  possible, 
ecause  it  is  something  that  I  am  wrestling  with  in  my  subcommit- 
tee on  armed  services. 

Thank  you  very  much. 

Chairman  Sasser.  Dr.  Reischauer,  before  you  and  your  associ- 
ates leave,  let  me  just  ask  this  one  question  and  see  if  you  or  your 
associates  have  any  view  on  this. 

The  New  York  Times  has  represented  that  the  United  States 
spends  more  on  its  military  establishment  than  all  of  the  other 
militaries  in  the  world  combined.  Do  you  happen  to  know  whether 
or  not  that  is  accurate  or  not? 

Dr.  Reischauer.  No,  I  do  not.  I  have  heard  references  to  that 
claim  and  it  makes  me  wonder  whether  the  resource  accounting 
was  done  correctly.  You  can  translate  the  Russian  military  budget 
according  to  the  exchange  rate  between  rubles  and  dollars  and  get 
one  answer  to  that  question,  or  you  can  try  to  make  the  conversion 
according  to  resources.  When  you  have  a  large  standing  army  and 
you  pay  each  of  the  soldiers  10  cents  a  day,  obviously  your  defense 
budget  looks  very  small.  So  the  relevant  comparison  really  should 
not  be  what  the  pay  is  for  one  armed  force  versus  another,  but 
what  the  size  and  the  capability  of  those  forces  are. 

We  will  be  glad  to  track  down  that  article  and 

Chairman  SASSER.  Yes;  I  think  it  indicated  the  United  States 
spends  more  on  its  military  establishment  than  all  of  the  other 
military  forces  in  the  world  combined,  and  that  when  you  back  out 
the  amounts  spent  by  the  United  States  allies  from  the  combined 
total,  that  the  United  States  spends  twice  as  much  as  everybody 
else  combined.  I  would  be  interested  in  knowing  v/hat  CBO  thinks 
about  that. 

Dr.  Reischauer.  We  will  provide  a  short  analysis  of  that  for  the 
record. 

[The  following  was  subsequently  supplied  for  the  record  by  Dr. 
Reischauer]: 

The  Congressional  Budget  Office  has  conducted  a  brief  analysis,  based  on  several 
unclassified  documents  and  data  bases,  of  how  United  States  defense  spending  com- 
pares with  the  aggregate  military  spending  levels  of  other  countries.  Doing  so  actu- 
ally involves  quite  complex  questions  of  economics  and  intelligence  gathering.  Not 
all  countries  provide  accurate  information  on  their  true  military  spending.  Even 
when  they  do,  converting  all  data  into  a  common  unit,  such  as  dollars,  involves  a 
number  of  steps  besides  the  simple  use  of  official  exchange  rates.  These  steps  are 
particularly  difficult  in  the  case  of  the  military  budgets  of  poorer  countries  and 
countries  with  command  economies,  such  as  China,  Russia,  and  North  Korea. 

The  short  answer,  however,  is  that  based  on  CBO's  analysis,  United  States  de- 
fense spending  does  not  exceed  the  combined  level  of  all  other  countries  in  the 
world.  Nor  is  its  defense  budget  twice  as  large  as  the  aggregate  military  spending 
level  of  all  countries  not  allied  with  it. 

But  United  States  military  spending  is  substantial.  In  1993,  the  country's  military 
budget  represented  roughly  Vs  or  slightly  more  of  the  world's  aggregate  amount.  In 
comparison,  the  United  States  produces  about  Vi  of  the  global  total  of  gross  domes- 
tic product  (GDP).  So  United  States  defense  spending  represents  a  share  of  national 
GDP  exceeding  the  global  average.  The  United  States  also  devotes  a  larger  share 
of  its  GDP  to  defense  than  virtually  all  of  its  major  allies. 

Advanced  industrialized  countries,  apart  from  the  United  States,  budgeted  about 
$225  billion  for  defense  in  1993.  [See  International  Institute  for  Strategic  Studies, 
The  Military  Balance  1993-1994  (London:  Brassey's  Publishers,  1993);  and  Congres- 
sional Budget  Office,  "Assessing  Future  Trends  in  the  Defense  Burdens  of  Western 
Nations"  CBO  Paper  (April  1993),  p.  14.]  NATO  budgeted  about  $160  billion,  accord- 
ing to  the  official  defense  budgets  of  its  member  countries.  The  bulk  of  this  amount 
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was  contributed  by  France  ($36  billion),  the  United  Kingdom  ($35  billion),  and  Ger- 
many ($31  billion).  Japan's  military  budget  was  about  $40  billion  in  1993.  Independ- 
ent European  countries  (neither  members  of  NATO  nor  former  members  of  the  War- 
saw Pact)  added  nearly  another  $20  billion,  and  Australia  and  New  Zealand  to- 
gether about  $7  billion. 

The  small  countries  of  East  Asia  had  military  budgets  totaling  about  $35  billion 
in  that  year.  Between  them,  the  countries  of  Africa,  Latin  America,  and  the  Indian 
sub-continent  budgeted  about  $40  billion.  Estimated  budgets  for  Middle  Eastern 
countries  together  reached  nearly  $65  billion,  making  a  grand  total  for  these  devel- 
oping countries  of  almost  $140  billion. 

That  leaves  North  Korea,  China,  the  former  Soviet  Republics,  and  the  other 
former  Warsaw  Pact  countries.  Officially  published  defense  budgets  for  these  coun- 
tries sum  to  only  about  $50  billion  in  1993.  But  other  estimates,  based  partly  on 
indexes  of  what  it  might  cost  to  recreate  their  military  establishments  and  arsenals 
in  a  Western  society,  suggest  that  China  may  have  budgeted  the  equivalent  of  some 
$50  billion  a  year  on  defense  and  Russia  $100  billion  or  somewhat  more.  [See  Arms 
Control  and  Disarmament  Agency,  World  Military  Expenditure  and  Arms  Transfers 
1991-1992  (forthcoming);  and  statement  of  William  Grundmann,  Defense  Intel- 
ligence Agency,  before  the  Joint  Economic  Committee  of  Congress,  June  11,  1993]. 
In  all,  the  combined  military  budgets  of  those  countries  was  between  $50  billion  and 
$200  billion  in  1993. 

In  summary,  the  United  States'  NATO  and  East  Asian  allies  budgeted  about  $225 
billion  for  defense  in  1993,  and  all  other  foreign  countries  combined  about  $200  bil- 
lion to  $350  billion.  The  United  States  itself  budgeted  about  $275  billion— some  32 
to  40  percent  of  the  world's  aggregate  total  of  $700  billion  to  $850  billion.  Subtract- 
ing out  NATO  and  East  Asian  allies,  the  United  States  defense  budget  of  $275  bil- 
lion was  at  the  midpoint  of  the  range  of  $200  billion  to  $350  billion  for  the  remain- 
der of  the  world's  countries  combined. 

Chairman  SASSER.  Thank  you  very  much,  Dr.  Reischauer. 

The  committee  will  now  hear  from  a  distinguished  panel  of  de- 
fense experts,  Dr.  John  Steinbruner  from  the  Brookings  Institution, 
Dr.  Don  Snider  of  the  Center  for  Strategic  and  International  Stud- 
ies, and  Mr.  Andrew  Krepinevich  of  the  Defense  Budget  Project. 

Let  me  say  I  am  familiar  with  the  writings  of  this  group.  Fortu- 
nately for  this  committee,  their  impressive  academic  credentials 
are  exceeded  only  by  the  insights  and  professional  expertise  that 
they  offer  our  committee  this  afternoon. 

Let  us  proceed  from  my  left  to  the  right — and  the  fact  that  we 
are  moving  from  the  left  to  the  right  signifies  nothing,  Senator 
Exon — and  we  will  begin  with  Dr.  Steinbruner. 

STATEMENT  OF  JOHN  STEINBRUNER,  DIRECTOR,  FOREIGN 
POLICY  STUDIES  PROGRAM,  THE  BROOKINGS  INSTITUTION 

Dr.  Steinbruner.  Thank  you,  Mr.  Chairman. 

I  have  prepared  a  statement  that  I  will  submit  for  the  record.  I 
will  summarize  it  very  briefly.  It  has  a  few  main  points.  I  begin 
by  conceding  that  the  bottom-up  review  and  the  defense  plan  asso- 
ciated with  it  and  the  budget  associated  with  that  do  appear  to 
have  substantial  consensus  in  the  United  States.  I  accept  the  likely 
result.  This  will  be  our  defense  policy  to  a  close  approximation  for 
the  next  year  or  so,  and  I  am  not  quarreling  with  that  outcome. 

I  do  want  to  raise  some  warning,  however,  because  I  think  that 
there  are  some  major  defects  in  this  plan  as  compared  with  the  sit- 
uation that  we  encounter.  They  are  likely  to  be  strong  enough  to 
force  revisions  over  the  5-year  period  over  which  it  is  projected.  In 
other  words,  this  is  not  going  to  be  the  end  of  the  story.  We  agree 
on  this  plan,  but  our  opinions  about  the  matter  are  not  all  that 
matter  here.  World  events  are  impinging  on  us,  and  I  think  they 
are  likely  to  cause  some  significant  revisions. 
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The  first  problem,  with  which  I  am  sure  you  are  well  familiar, 
is  that  there  is  significant  under-investment  in  the  5-year  plan. 
The  forces  projected  cannot  be  fully  financed  by  the  budget  pro- 
jected, and  that  is  of  particular  concern  in  the  investment  area. 
Using  historical  standards — that  is,  assuming  that  investment  re- 
quirements do  track  with  historical  experience — the  5-year  plan  is 
about  $86  billion  short  of  the  actual  investment  requirements.  That 
is  22  percent  of  the  total  investment  figure,  a  significant  problem. 

The  under-investment  is  offset  in  this  calculation  by  what  ap- 
pears by  historic  standards  to  be  an  over-investment  in  immediate 
operations.  The  military  services  are  telling  us,  however,  that  they 
are  very  busy,  busier  than  they  were  before.  So  if  they  have  been 
in  fact  driven  by  world  circumstances  to  a  new  standard  of  oper- 
ations, then  the  under-financing  would  be  even  more  serious.  The 
consequence  of  this  is  that,  even  if  this  budget  is  enacted,  it  is 
going  to  put  us  on  a  track  that  leads  to  increasing  internal  pres- 
sure. I  do  not  believe  its  internal  allocation  is  stable. 

A  second  more  fundamental  problem  is  that  the  whole  logic  of 
this  budget  attempts  to  preserve  traditional  missions  under  a  very 
high  standard  of  performance.  This  means  we  are  keeping  a  very 
large  force  as  compared  with  the  problems  we  encounter.  This 
shows  up  not  just  in  the  assumption  that  we  might  have  to  fight 
two  regional  contingencies  simultaneously,  but  how  it  is  assumed 
we  would  have  to  fight  them.  The  assumptions  are  truly  extreme. 

It  is  assumed  first  of  all,  that  we  would  not  anticipate  at  all,  so 
we  would  lose  all  the  initial  battles  and  we  would  have  to  clear  al- 
lied territory,  that  is,  dislodge  an  enemy  that  has  already  success- 
fully attacked  and  taken  position.  More  over  it  is  assumed  that  we 
would  have  to  do  this  essentially  by  ourselves,  with  no  help  from 
allies  outside  the  region,  and  that  we  would  have  to  do  it  quickly 
and  decisively,  again  in  two  places  at  the  same  time. 

If  that  standard  were  translated  into  health  are,  it  would  take 
the  benefits  off  the  chart  that  we  are  talking  about,  and  it  would 
be  totally  universal  coverage.  In  other  words,  that  is  a  much  higher 
standard  for  this  particular  form  of  security  than  we  are  maintain- 
ing in  other  pertinent  areas  of  national  policy.  My  expectation  is, 
that  as  the  financial  crunch  becomes  ever  more  serious  and  inter- 
nal pressure  on  the  budget  ever  more  serious,  that  standard  is 
bound  to  be  examined. 

The  third  problem  that  my  testimony  identifies  is  by  far  the  most 
fundamental,  in  my  opinion.  The  military  forces  projected  and  the 
logic  advanced  in  the  bottom-up  preview  present  a  traditional 
confrontational  policy.  The  policy  was  designed  for  the  Soviet 
Union.  It  is  now  being  continued  less  specifically  against  whoever 
might  harbor  inclinations  for  aggression. 

That  is  not,  in  my  opinion,  the  appropriate  policy  for  our  biggest 
problem,  which  is  that  of  stabilizing  the  former  Soviet  Union's  mili- 
tary establishment.  That  establishment  now  belongs  largely  to  Rus- 
sia. It's  potential  internal  disintegration  is,  as  Senator  Exon  men- 
tioned previously,  a  very  serious  problem.  That  problem  is  the  core 
of  our  worldwide  security  concerns,  and  it  cannot  be  resolved  by 
confrontational  methods.  Indeed,  our  implicit  confrontation  with 
the  Russian  establishment,  which  does  continue,  only  puts  pressure 
on  them  that  they  cannot  probably  bear. 
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If  one  looks  at  the  full  financing  requirements  of  the  Russian  es- 
tablishment, one  can  easily  see  that  their  current  projected  plan, 
which  is  intended  to  hold  1.5  million  people  in  service,  is  wildly  un- 
realistic in  terms  of  the  resources  that  they  might  bring  to  bear. 

Their  current  public  budget,  the  one  officially  enacted  by  their 
now  democratic  legislature,  is  only  30  percent  of  the  minimum  fi- 
nancing requirements  for  that  establishment,  and  they  cannot  close 
that  gap  by  increasing  the  budget.  They  have  not  yet  admitted  that 
they  cannot  sustain  an  establishment  of  that  size.  They  will  have 
to  dramatically  reduce  it  or  it  will  deteriorate  from  the  inside,  and 
that  latter  is  a  very,  very  dangerous  circumstance. 

We  have  a  lot  at  stake  in  preventing  dangerous  internal  deterio- 
ration from  occurring  in  Russia  and  we  will  have  to  do  a  lot  more 
to  help  them  stabilize  at  a  lower  level  than  we  are  currently  doing. 
What  that  involves  is  not  increasing  the  pressure  on  them,  but  giv- 
ing them  reassurance  that  they  can  reasonably  solve  their  security 
problems  with  an  establishment  much  smaller  than  the  one  they 
currently  plan  to  keep.  A  sharp  reduction  in  size  is  probably  nec- 
essary for  the  Russian  military  establishment  to  maintain  its  co- 
herence. It  is  an  entirely  new  type  of  problem,  one  we  have  not 
had,  obviously,  during  the  cold  war  period.  We  have  not  realized 
its  importance  or  adjusted  to  its  logic. 

As  we  begin  to  do  so,  we  will  realize  that  our  contribution  to  this 
process  is  vital.  The  Russians  are  not  going  to  be  able  to  make  the 
drastic  adjustment  necessary  without  our  giving  a  substantial 
amount  of  reassuring  assistance.  Such  reassurance  is  likely  to  in- 
volve a  large-scale  change  in  the  character  of  strategic  force  oper- 
ations designed  to  enable  the  Russians  to  back  off  rapid  reaction 
alert  procedures,  which  I  think  are  unacceptably  dangerous,  if  con- 
tinued indefinitely. 

Chairman  Sasser.  Rapid  reaction  what? 

Dr.  Steinbruner.  They  are  prepared,  as  we  are,  to  respond  to 
tactical  warning  very  quickly  with  a  full-scale  strategic  retaliation. 
That  puts  tremendous  burden  on  their  command  system,  and  I 
frankly  do  not  think  they  can  be  expected  to  carry  that  burden  in- 
definitely. If  they  cannot,  that  is  a  dangerous  situation.  If  we  want 
them  to  back  off  that  commitment,  we  are  going  to  have  to  do  it 
with  them,  and  we  are  going  to  have  to  design  the  alternative  with 
them.  That  is  an  entirely  new  kind  of  strategic  relationship.  This 
is  our  primary  problem — not  deterring  deliberate  attack  but  pre- 
venting dangerous  disintegration. 

A  related  problem  has  to  do  with  the  Russian  conventional 
forces,  where  the  most  serious  and  most  immediate  problems  of  de- 
terioration are  occurring.  Russian  military  planners  do  not  think 
they  can  hold  their  territory  by  themselves  with  conventional 
means  alone,  even  with  the  1.5  million  person  establishment.  In 
terms  of  traditional  military  calculations  they  are  correct  about 
that. 

Therefore,  if  the  Russians  are  to  reduce  their  establishment  even 
more  and  not  end  up  relying  even  more  on  nuclear  weapons,  then 
there  will  have  to  be  a  systematic  policy  of  reassurance,  a  policy 
of  screening  them  from  external  pressure,  convincing  them  that 
they  do  not  have  to  rely  actually  on  their  own  resources.  This  is 
the  same  kind  of  policy,  basically,  that  we  used  with  the  Germans 
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and  Japanese  in  bringing  them  into  an  international  security  ar- 
rangement after  we  defeated  them.  We  must  apply  that  same  pol- 
icy to  the  Russians,  or  we  are  in  deep  trouble. 

I  do  not  think  we  have  internalized  this  logic  yet.  I  know  we 
have  not.  It  is  not  embodied  in  the  bottom-up  review.  It  is  not  em- 
bodied in  our  political  discussion.  We  are  at  the  early  stages  of 
even  realizing  this  problem.  I  am  simply  predicting  that  these  are 
in  fact  our  deepest  security  problems.  We  will  have  to  encounter 
them  and,  as  we  encounter  them,  we  will  have  to  go  through  a 
much  more  dramatic  restructuring  of  our  own  forces  than  we  have 
currently  done. 

I  do  not  think  that  we  can  yet  anticipate  the  outcome,  but  I  have 
illustrated  in  the  Table  I1  presented  with  my  testimony  what  con- 
ceivably it  might  be.  I  have  tried  to  point  out  that  there  is  in  fact 
as  much  opportunity  as  danger  here.  If  we  do  systematically 
change  our  policy  and  develop  the  implications  of  a  systemic  reas- 
surance policy  which  has  the  effect  of  limiting  dramatically  the  con- 
tingencies we  might  face,  then  it  is  possible  in  principle  to  get  a 
better  overall  outcome  at  lower  force  levels  and  lower  cost.  I  have 
specified  what  conceivably  that  might  mean  in  the  statement  I 
have  submitted. 

This  philosophy  is  outside  consensus  at  the  moment,  even  out- 
side serious  consideration  as  far  as  immediate  opinion  in  the  Unit- 
ed States  is  concerned.  Again,  I  want  to  end  by  simply  saying  our 
immediate  views  of  this  matter  are  not  likely  to  be  the  end  of  the 
story.  This  prospect  of  a  better  outcome  at  lower  cost  and  lower 
force  levels  is  something  that  the  Russians  must  achieve,  if  they 
are  to  have  any  hope  of  economic  regeneration.  Therefore  we  will 
have  to  try  to  bring  it  about  for  ourselves.  It  is  a  deal  we  cannot 
refuse,  and  if  we  do  not  realize  it  by  wisdom  and  anticipation,  then 
harsh  experience  is  likely  to  cause  us  to  realize  it. 

Let  me  end  my  summary  with  these  comments.  The  statement 
elaborates  on  these  points. 

Thank  you. 

Chairman  Sasser.  Thank  you,  Dr.  Steinbruner. 

[The  prepared  statement  of  Dr.  Steinbruner  follows:] 


i  See  p.  271. 
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I  am  pleased  to  be  able  to  contribute  to  the  Senate  Budget 
Committee's  consideration  of  United  States  national  security 
policies.  As  is  customary,  I  present  my  testimony  solely  as  my  own 
personal  perspective. 

Let  me  begin  by  acknowledging  that  the  defense  plan  and 
associated  budget  which  you  are  reviewing  enjoys  substantial 
political  consensus  for  sound  reasons.  The  plan  that  has  been 
proposed  is  designed  to  sustain  the  very  advanced  capabilities  of 
our  military  establishment  that  were  developed  over  the  many  years 
of  active  confrontation  with  the  Soviet  Union.  I  believe  that  we 
are  all  justifiably  pleased  with  the  results  of  that  lengthy 
investment  and  are  determined  to  preserve  its  accomplishments. 
Because  of  that  prevailing  judgment,  the  defense  budget  is  probably 
immune  to  any  substantial  immediate  revisions. 

As  the  main  thrust  of  my  testimony,  however,  I  want  to  point 
out  that  there  are  deficiencies  in  the  defense  plan  serious  enough 
to  compel,  eventually,  some  major  adjustments.  The  projected  budget 
does  not  fully  finance  the  projected  forces  and  the  consequences  of 
that  discrepancy  cannot  be  avoided  indefinitely.  As  that  suppressed 
claim  on  additional  resources  comes  to  the  surface,  the  planning 
criteria  used  to  justify  the  size  of  active  deployments  will 
presumably  come  under  critical  scrutiny.  The  standard  of 
performance  now  being  used  relative  to  potential  enemies  is 
substantially  higher  than  the  one  that  prevailed  during  the  Cold 
War  when  the  actual  threat  was  considered  to  be  more  imminent,  more 
specific  and  more  dangerous.  That  means  that  as  traditional 
security  risks  have  precipitously  declined,  the  level  of  insurance 
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against  them  has  been  increased.  But  the  coverage  of  that  insurance 
has  not  been  expanded  to  reflect  new  dimensions  of  concern.  The 
United  States  military  is  preparing  both  to  deter  and  to  defeat 
standard  aggression  much  more  decisively  than  ever  before  but  has 
not  redirected  its  attention  to  an  entirely  different  set  of 
security  problems  that  have  become  more  prominent  in  the  new  era. 
This  latter  defect  in  the  defense  plan  is  truly  fundamental  and  is 
likely  to  be  the  source  of  extensive  changes  before  the  plan 
actually  runs  its  projected  course. 

I  want  to  elaborate  somewhat  on  this  seguence  of  issues,  and 
outline  what  their  ultimate  implications  might  be.  Having  done 
that,  I  will  comment  briefly  on  the  guestion  of  reallocating  roles 
and  missions  which  I  know  is  of  special  interest  to  the  Committee. 

Full  Financing 

The  first  of  the  tables  I  have  submitted  along  with  my 
statement,  displays  estimates  of  the  annual  defense  budgets  that 
would  be  reguired  over  five  years  to  provide  complete  financial 
support  for  the  United  States  defense  establishment  so  that:  a)  all 
of  its  eguipment  is  replenished  at  a  stable  rate  of  replacement  — 
that  is,  new  production  exactly  corresponds  to  the  retirement  of 
eguipment  at  the  end  of  its  normal  service  life  plus  earlier 
attrition  due  to  normal  use,  b)  investment  in  base  structure 
exactly  offsets  deterioration  and  necessary  adjustments  in  the 
patterns  of  deployment,  and  c)  training  is  conducted  at  the  levels 
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required  to  preserve  proficiency  and  readiness.  The  table  suggests 
that  the  successive  defense  budgets  projected  under  current 
legislation  are  a  net  of  $37  billion  below  this  full  financing 
criterion  over  the  course  of  the  five  year  plan,  with  an  $86 
billion  shortfall  in  investment.  Those  deficits,  3%  of  the  total 
projected  budget  and  22%  of  the  investment  portion,  are  not 
intractably  large,  but  they  are  significant  enough  to  cause  serious 
tension  in  the  budget  process.  Since  this  degree  of  underf inancing 
programs  a  collision  between  defense  and  domestic  priorities,  it 
should  be  of  particular  concern  to  this  Committee. 

The  planning  system  has  a  chronic  tendency  to  produce  these 
discrepancies  at  moments  of  fiscal  stringency  which  are  themselves 
chronic.  And,  as  has  happened  in  this  case,  the  problem  is  usually 
displaced  to  the  final  years  of  the  five  year  plan,  and  thereafter, 
where  it  lies  beyond  the  horizon  of  the  annual  appropriations 
cycle.  Removing  the  problem  would  require  more  discipline  in  the 
defense  planning  system.  The  predictable  failure  to  remove  it  means 
increasing  tension  in  the  annual  budget  cycle  over  the  next  several 
years. 

Standards  of  Performance 

The  defense  plan  that  is  presented  in  the  Bottom  Up  Review 
(BUR)  is  designed  to  continue  the  same  basic  military  operations 
that  were  prepared  for  the  Cold  War. 

United  States  strategic  nuclear  forces  are  to  continue  the 
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practice  of  active  deterrence  by  remaining  continuously  prepared  to 
conduct  full  scale  nuclear  war.  Overall  force  levels  are  being 
reduced  under  the  recent  arms  control  agreements  and  daily  alert 
schedules  have  been  diminished  somewhat  and  have  been  altered  in 
composition  but  the  capacity  to  cause  social  devastation  in 
response  to  any  attack  will  remain  essentially  as  overwhelming  as 
before.  As  a  practical  matter  Russia  remains  the  primary  focus  of 
that  capability. 

Similarly,  United  States  conventional  forces  are  to  prepare 
for  two  major  engagements  arising  anywhere  in  the  world  on  short 
notice.  In  this  case  there  is  more  of  a  shift  in  focus  in  that  the 
plan  does  not  concentrate  on  the  possibility  of  a  massive  attack  in 
Central  Europe  which  so  dominated  the  Cold  War.  The  plan  speaks  of 
unspecified  regional  contingencies,  but  it  is  generally  understood 
that  an  Iraqi  attack  on  Kuwait  and  a  North  Korean  attack  on  South 
Korea  have  been  used  as  the  most  obvious  test  cases.  United  States 
forces  that  are  now  acknowledged  to  be  qualitatively  superior  to 
any  in  the  world  are  being  retained  at  about  70%  of  their  Cold  War 
levels  to  handle  these  contingencies. 

It  is  for  the  conventional  forces  that  the  standards  of 
performance  have  been  dramatically  upgraded.  During  the  Cold  War 
U.S.  and  allied  forces  were  assessed  against  the  combined 
inventories  of  all  the  Warsaw  Pact  countries,  and  the  official 
judgment  was  that  a  Warsaw  Pact  attack  would  succeed  either  by 
virtue  of  surprise  or  by  sheer  weight  of  numbers.  The  claim  made 
for  the  performance  of  U.S.  and  NATO  forces  was  that  they  be  able 
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to  hold  off  such  an  attack  long  enough  that  the  countervailing 
effects  of  nuclear  weapons  be  brought  to  bear.  Many  people  who 
studied  the  situation  believe  that  NATO's  relative  conventional 
capability  would  actually  have  been  a  good  deal  stronger  than  the 
official  claim,  but  virtually  no  one  went  so  far  as  to  predict 
rapid  and  decisive  victory  in  conventional  terms  alone. 

The  BUR,  following  in  the  footsteps  of  the  Base  Force,  has 
proclaimed  rapid  and  decisive  victory  to  be  the  new  standard  of 
performance.  It  is  to  be  achieved  in  two  engagements  occurring 
close  enough  in  time  that  a  given  combat  unit  could  not  contribute 
to  both.  It  is  to  be  achieved  under  highly  prejudicial 
circumstances  in  which  there  is  so  little  anticipation  that  the 
initial  battles  are  lost  and  there  is  allied  territory  to  be 
regained.  It  is  to  be  achieved  with  low  casualties  and  no  help  from 
allies  outside  the  immediate  area  of  engagement. 

That  is  an  extremely  demanding  standard,  much  higher  than 
anyone  aspired  to  during  the  more  ominous  circumstances  of  the  Cold 
War.  But  for  the  moment  it  can  undoubtedly  be  achieved  in  any 
individual  case.  None  of  the  forces  that  would  be  encountered  in  a 
regional  contingency  are  qualitatively  comparable  to  U.S.  forces, 
and  we  can  plausibly  aspire  to  rapid  and  decisive  victory  in  any 
single  engagement.  If  the  deterrence  or  defeat  of  classic 
aggression  were  either  the  sole  or  the  dominant  problem  of 
security,  then  it  would  be  reasonable  to  use  the  benefits  that  have 
accrued  from  the  ending  of  the  Cold  War  to  establish  a  higher 
standard  of  performance.  There  would  undoubtedly  be  some  spirited 
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objections  from  those  arguing  domestic  priorities,  but  within  the 
context  of  security  policy  it  makes  basic  sense,  provided  that  we 
are  not  in  the  realm  of  rapidly  diminishing  returns  to  scale,  or 
are  not  giving  up  some  critical  capabilities  in  order  to  preserve 
others. 

Unfortunately,  however,  classic  aggression  is  neither  the  sole 
nor  perhaps  the  dominant  security  problem  under  current 
international  circumstances,  and  the  very  conservative  approach  to 
the  higher  standard  of  performance  not  only  misdirects  resources 
but  also  promises  to  do  direct  harm  to  equally  urgent  security 
issues  that  are  now  arising.  Those  issues  have  to  do  with  the 
processes  of  political  disintegration  and  technical  diffusion 
rather  than  deliberately  calculated  aggression.  Military 
confrontation  is  not  the  appropriate  formula  for  handling  them.  In 
fact  in  dealing  with  Russia  in  particular,  which  is  the  primary 
focus  of  the  new  problems  as  the  Soviet  Union  was  of  the  old  ones, 
the  continued  practice  of  active  confrontation  has  become 
distinctly  dangerous. 

The  New  Requirements  of  Security  Policy 

The  new  problems  of  international  security  are  emerging  from 
two  transforming  developments  —  a  revolution  in  information 
technology  and  a  surge  of  the  world  population.  I  will  not  at  this 
point  attempt  an  elaborate  account  of  either  trend  but  will  simply 
note  some  of  the  evident  consequences. 
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For  the  basic  functions  of  handling  information  —  storage, 
processing  and  long  range  transmission  —  efficiency  gains  over  the 
past  two  decades  and  the  one  to  come  will  probably  range  from  a 
factor  of  a  thousand  to  a  million,  by  far  the  most  dramatic  in 
economic  history.  The  sensational  increases  in  capability  thereby 
provided  are  driving  a  globalization  of  economic  activity  and 
inexorably  diffusing  access  to  advanced  technology.  Simultaneously 
the  world  population  is  expected  to  increase  by  roughly  a  billion 
people  per  decade  over  the  next  five  decades  with  95%  of  the 
increase  occurring  in  what  are  currently  the  poorest  communities. 
If  it  turns  out  that  the  globalizing  economy  naturally  extends  its 
reach  into  these  communities  and  broadens  the  base  of  economic 
participation  then  it  will  have  a  highly  constructive  and 
spontaneously  integrating  effect  on  international  politics.  If  that 
does  not  occur  and  particularly  if  the  globalizing  economy  works  to 
concentrate  resources  in  the  currently  more  advantaged  communities, 
then  it  will  pose  a  tremendous  burden  on  national  governments  and 
on  international  politics.  The  state  of  economic  equity  is  very 
likely  to  become  the  most  significant  determinant  of  security 
generally.  Certainly  the  advanced  military  establishments  have 
little  hope  of  controlling  by  coercive  means  the  endemic  social 
violence  that  would  presumably  emerge  from  a  sharply  unfavorable 
equity  trend. 

Russia  at  the  moment  is  the  leading  instance  of  this  general 
question.  It  is  undergoing  a  massive  internal  transformation  in  an 
effort  to  connect  to  the  globalizing  economy,  and  the  outcome  of 
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that  process  is  very  much  in  doubt,  as  is  the  basic  coherence  of 
the  government.  Whatever  the  residual  capacity  and  inclination  of 
its  military  establishment  might  be  to  engage  in  imperialist 
aggression,  as  a  practical  matter  that  is  now  of  secondary 
importance  compared  to  the  possibility  of  its  internal 
disintegration.  It  is  important,  in  fact  vital,  to  recognize  that 
the  Russian  military  establishment  cannot  be  expected  to  sustain  a 
confrontational  security  posture  with  the  resources  at  its 
disposal.  An  effort  to  do  so  runs  a  large  risk  of  precipitating  a 
process  of  internal  disintegration,  one  consequence  of  which  would 
be  the  progressive  loss  of  control  over  its  large  weapons 
inventories. 

Some  insight  into  the  problem  can  be  gained  from  the  second  of 
the  tables  I  enclose.  In  order  to  defend  their  territory  against 
imaginable  threats  both  from  Asia  and  from  Europe,  Russian  planners 
have  projected  a  1.5  million  person  military  establishment  and  even 
at  that  level  they  have  clearly  implied  that  they  would  have  to 
rely  on  nuclear  weapons  to  supplement  inadequate  capabilities 
against  a  large  scale  or  technically  advanced  conventional  weapons 
attack.  We  might  find  that  formulation  disagreeable;  but,  against 
the  standard  set  by  NATO's  long  standing  flexible  response 
doctrine,  it  is  difficult  to  argue  that  it  is  unreasonable. 

It  is  potentially  dangerous.  As  table  2  reveals,  full 
financing  of  a  1.5  million  person  establishment  would  require  an 
annual  budget  the  equivalent  of  $95  billion  even  assuming  that 
their  equipment  costs  are  less  than  half  of  ours  on  average  and 
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that  a  continuation  of  their  historically  lower  rates  of 
investment,  operation  and  support  is  adequate  to  make  them 
competitive.  At  U.S.  rates  of  replacement,  investment,  operations 
and  support  the  Russians  would  need  the  equivalent  of  over  $2  00 
billion  to  support  their  planned  force.  The  actual  formally  enacted 
Russian  defense  budget  equates  to  about  $30  billion,  less  than  a 
third  of  the  lowest  of  these  estimated  financing  requirements.  It 
seems  very  likely  that  a  continuation  of  that  discrepancy  would 
produce  serious  internal  disintegration. 

As  yet  the  international  community  has  not  contemplated  any 
arrangement  that  would  give  systematic  reassurance  to  the  Russians 
and  thereby  enable  them  to  reduce  their  establishment  to  a  level 
that  could  be  financially  sustained  —  in  all  probability  less  than 
half  of  their  current  aspiration.  Specifically  that  would  require 
a  robust  understanding  with  China  about  the  Asian  theater  and  with 
the  United  States  about  the  development  of  advanced  conventional 
weapons  capability.  The  Russians  are  explicitly  worried  about  their 
ability  to  defend  Siberia  against  ground  operations  and  about  their 
exposure  to  long  range,  highly  precise  conventional  attack,  a 
prominent  weapons  application  of  advanced  information  technology 
where  the  United  Sates  currently  has  at  least  a  decade  lead.  There 
is  enough  substance  to  each  worry  that  soothing  rhetoric  alone 
cannot  be  expected  to  have  any  consequence. 

Basically,  stabilizing  the  Russian  defense  establishment  at 
sustainable  levels  requires  comprehensive  regulation  of  force  size 
and  intricate  operational  coordination  among  all  the  major  military 
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establishments,  that  is,  a  generally  extended  policy  of  cooperative 
engagement  similar  to  the  one  that  exists  among  NATO  members.  That 
principle  is  fundamentally  different  from  the  defocussed 
confrontation  that  the  BUR  proposes  to  maintain. 

Implications  for  United  States  Defense  Policy 

If  this  assessment  is  correct,  then  it  is  prudent  to  expect 
that  the  United  States  will  eventually  be  driven  to  a  fundamental 
shift  of  policy  in  response  to  the  new  security  conditions  and  that 
additional  force  reductions  will  accompany  that  change.  To  an 
extent  that  we  have  yet  to  realize,  stabilizing  Russian  security 
has  become  the  most  important  immediate  problem  and  the  key  to 
security  in  the  entire  surrounding  region.  For  our  own  sake,  we 
should  not  indefinitely  impose  upon  them  the  burdens  of  operating 
a  full  scale  rapid  reaction  deterrent  force,  but  they  will  clearly 
attempt  to  do  so  as  long  as  we  do.  Similarly,  for  our  own  sake  we 
should  actively  encourage  them  to  reduce  their  conventional  force 
deployments  to  levels  they  can  coherently  manage  without 
endangering  the  critically  important  process  of  economic 
regeneration. 

Such  encouragement  will  require  some  appropriate,  reassuring 
reductions  in  U.S.  forces.  U.S.  forces  inevitably  set  both  the 
standard  of  aspiration  and  the  most  serious  potential  threat  for 
Russian  forces.  They  are  the  standard  of  comparison  as  well  for  all 
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other  military  establishments,  and  it  is  important  to  remember  that 
most  of  these  establishments  will  have  access  to  the  technologies 
required  to  offset  our  advanced  capabilities.  It  is  not  in  our 
interest  to  stimulate  an  indefinite  and  unlimited  worldwide 
competition  in  national  military  investment. 

A  policy  designed  to  reassure  and  stabilize  Russia  is 
consistent  with  the  requirements  of  contingencies  outside  of 
Russia.  If  all  the  major  establishments  are  in  systematic 
collaboration,  then  no  large  conventional  contingency  can  arise  on 
short  notice  and  an  extensive  pool  of  multinational  resources  would 
be  available  to  handle  the  smaller  ones  that  might  arise.  At  any 
rate,  coordinated  multilateral  response  is  likely  to  be  a  necessary 
condition  for  any  successful  response  to  a  regional  contingency. 

The  force  levels  that  might  be  associated  with  a  fully 
developed  policy  of  reassurance  are  matters  of  judgment,  and  until 
the  necessary  shift  in  policy  is  actually  made  and  its 
institutional  implications  are  defined  no  settled  judgment  is 
likely  to  emerge.  The  third  table  I  have  provided,  however, 
outlines  an  illustrative  force  structure  and  defense  budget  that 
might  result  from  such  a  policy. 

It  is  important  to  emphasize  that  the  lower  deployments  of 
this  illustrative  force  structure  are  set  in  the  context  of  a 
different  policy  and  are  designed  to  produce  a  better  overall 
security  outcome.  But  as  a  welcome  by-product  they  would  enable  the 
U.S.   defense  budget  to  meet  full  financing  requirements  at 
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substantially  lower  levels.  As  indicated  in  table  1,  if  such  an 
option  were  identified  and  implementation  began  within  fiscal  year 
1995,  the  currently  projected  defense  budget  could  be  reduced  by  a 
cumulative  total  of  $247  billion  (21%)  over  the  five  year  plan.  By 
1999  the  annual  budget  would  be  $80  billion  (36%)  lower  than  it  is 
projected  to  be  under  existing  policy.  Admittedly,  such  a  rapid 
shift  to  a  new  policy  is  unrealistic  in  political  terms,  but  the 
figures  give  some  sense  of  the  cost  we  are  paying  for  clinging  to 
the  past  longer  than  we  should. 

As  a  test  of  how  regional  contingencies  might  be  managed  under 
a  cooperative  security  policy  designed  to  provide  systematic 
reassurance,  table  4  considers  the  contingency  of  a  North  Korean 
attack  under  the  BUR  force,  under  an  intermediate  force 
restructured  to  empahsize  advanced  tactical  air  assets,  and  under 
a  similarly  restructured  force  reduced  to  levels  illustrated  in 
table  3.  The  simple  method  used  to  estimate  the  potential  outcomes 
tracks  reasonably  closely  with  the  more  elaborate  methods  used 
within  the  U.S.  planning  system.  The  calculations  suggest  that  the 
lower  force  can  handle  the  contingency  and  that  the  differences  in 
performance  are  marginal  to  the  outcomes. 

Roles  and  Missions 

Finally,  let  me  comment  briefly  on  the  question  of 
reallocating  roles  and  missions.  It  is  certainly  a  topic  to  be 
explored  very  carefully  but  I  would  caution  about  expecting 
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substantial  efficiencies  to  emerge  from  an  exercise  of  eliminating 
"duplication".  I  would  guess  that  there  are  some  basic  support 
functions  that  can  be  usefully  consolidated,  but  it  is  far  more 
difficult  to  alter  practices  that  are  directly  involved  in  combat 
operations  without  having  disruptive  effects  consequential  enough 
to  override  the  efficiencies  being  pursued.  It  is  important  to 
remember  that  some  overlap  in  missions  is  not  inefficient 
duplication  but  rather  an  element  of  redundancy  that  is  desirable 
for  reasons  of  overall  reliability,  discipline  and  control. 
Redundancy  in  the  right  amount  is  necessary  to  embody  the  idea  of 
competition  and  the  principle  of  checks  and  balances  that  run 
through  our  entire  political  system.  In  general  I  believe  that  the 
question  of  fundamental  policy  and  the  appropriate  standard  of 
performance  are  more  promising  areas  to  seek  improved  efficiency 
than  attempting  to  remove  internal  duplication. 

The  specific  results  in  at  least  some  important  instances  are 
similar.  The  CBO  testimony,  for  example,  suggests  a  significant 
reduction  in  carrier  air  wings  on  grounds  that  they  duplicate  other 
tactical  air  assets.  The  illustrative  option  I  have  outlined  also 
reduces  the  number  of  carrier  air  wings,  not  because  they  are 
exactly  duplicated  by  other  units  but  rather  because  their 
particular  capabilities  would  not  be  needed  in  such  large  amounts 
under  the  new  security  policy  that  is  outlined. 

The  basic  character  of  security  policy  is  clearly  our  most 
fundamental  problem  and  that  should  be  the  primary  focus  of 
discussion. 

13 


271 


Table  1 


Current  US  Defense  Budget  and  Full 

Financing  Requirements  for  Force  Structure  Options 

(Constant  1995  dollars) 


1994 

1995 

1996 
est 

1997 
est 

1998 
est 

1999    1       1995 

est      1    to  1999 

Difference 

Current  Budget 

Investment 

87.1 

84.5 

79.5 

76.3 

76.2 

76.0 

392.5 

_ 

O&S 

167.4 

167.7 

157.7 

151.4 

151.2 

150.7 

778.7 

- 

Total 

254.5 

252.2 

237.2 

227.7 

227.4 

226.7 

1,171.2 

— 

BUR  Force  (fully  funded) 

Investment 

> 

87.1 

98.8 

96.7 

94.5 

94.5 

94.5 

479.0 

+  86.5 

O&S 

167.4 

150.2 

147.0 

143.9 

143.9 

143.9 

728.9 

-49.8 

Total 

254.5 

249.0 

243.7 

238.4 

238.4 

238.4 

1,207.9 

+  36.7 

Current  Budget 

Investment 

87.1 

84.5 

79.5 

76.3 

76.2 

76.0 

392.5 

— 

O&S 

167.4 

167.7 

157.7 

151.4 

151.2 

150.7 

778.7 

-- 

Total 

254.5 

252.2 

237.2 

227.7 

227.4 

226.7 

1,171.2 

.. 

Cooperative  Security  Force 
(fully  funded) 

Investment 

87.1 

90.3 

80.9 

72.4 

64.8 

58.0 

366.4 

-26.1 

O&S 

167.4 

137.5 

123.0 

110.1 

98.5 

88.2 

557.3 

-221.4 

Total 

254.5 

227.8 

203.9 

182.5 

163.3 

146.2 

923.7 

-247.5 

BUR  Force  (fully  funded) 

Investment 

87.1 

98.8 

96.7 

94.5 

94.5 

94.5 

479.0 

— 

O&S 

167.4 

150.2 

147.0 

143.9 

143.9 

143.9 

728.9 

- 

Total 

254.5 

249.0 

243.7 

238.4 

238.4 

238.4 

1.207.9 

._ 

Cooperative  Security  Force 
(fully  funded) 

Investment 

87.1 

90.3 

80.9 

72.4 

64.8 

58.0 

366.4 

-112.6 

O&S 

167.4 

137.5 

123.0 

110.1 

98.5 

88.2 

557.3 

-171.6 

Total 

254.5 

227.8 

203.9 

182.5 

163.3 

146.2 

923.7 

-284.2 
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Table  2 


Full  Financing  Requirements  for 

Alternative  Russian  Force  Levels 

(Budget  authority;  billions  of  1994  dollars) 


Assumption: 

Russian  replacement  costs;  Russian  rates  of  investment, 
operating,  and  support 

Personnel  ('000's): 

2.030 

1,500 

1,000 

700 

Strategic  nuclear  forces 

11.8 

8.7 

5.8 

4.1 

Continental  defense 

5.1 

3.8 

2.5 

1.8 

Ground  forces 

81.3 

60.1 

40.1 

28.0 

Air  forces  and  airlift 

16.5 

12.2 

8.1 

5.7 

Naval  forces 

10.4 

7.7 

5.1 

3.6 

Intelligence  and  communications 

2.8 

2.1 

1.4 

1.0 

Total  annual 

127.9 

94.6 

63.0 

44.2 

Assumption: 

Russian  replace 
and  support 

■nent  costs;  US  rat 

es  of  investment,  o 

perating. 

Personnel  ('000's): 

2,030 

1,500 

1,000 

700 

Strategic  nuclear  forces 

21.5 

15.9 

10.6 

7.5 

Continental  defense 

9.3 

6.9 

4.7 

3.3 

Ground  forces 

148.4 

109.8 

73.3 

51.2 

Air  forces  and  airlift 

30.1 

22.3 

14.8 

10.4 

Naval  forces 

19.1 

14.1 

9.2 

6.6 

Intelligence  and  communications 

5.3 

3.9 

2.5 

1.8 

Total  annual 

.   233.7 

172.9 

115.1 

80.8 

Assumption: 

US  replacement 
support 

costs;  US  rates  o 

r  investment,  opera 

ing,  and 

Personnel  ('000's): 

2,030 

1,500 

1,000 

700 

Strategic  nuclear  forces 

25.8 

19.1 

12.7 

9.0 

Continental  defense 

11.2 

8.3 

5.6 

4.0 

Ground  forces 

177.9 

131.6 

87.9 

61.3 

Air  forces  and  airlift 

36.1 

26.7 

17.7 

12.5 

Naval  forces 

22.8 

16.9 

11.0 

7.9 

Intelligence  and  Communications 

6.4 

4.7 

3.1 

2.2 

Total  annual 

280.2 

207.3 

138.0 

96.9 
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Illustrative  Cooperative  Security  Force  Structure  and  Budget 
(Budget  authority;  billions  of  1995  dollars) 


Table  3 


System 

Number 

Warheads 

Annual  Cost 

Strategic  nuclear  forces 

Minuteman  III  ICBM 

500 

500 

2.7 

Trident/D-5  (SLBMs/subs) 

240/10 

984 

6.7 

Air  defense  (F-16) 

198 

0.2 

Intelligence  and  communications 

85' 

4.0 

Ballistic  missile  defense 

- 

2.1 

1,484 

15.7 

'These  are  satellite  equivalents. 


System 

Number 

Annual  Cost 

Army 

Active 

Mechanized  infantry  division 

27, 

7.6 

Airborne  division 

1 

2.6 

Air  assault  division 

1 

3.4 

Ranger  regiment 

1 

1.1 

Reserve 

Armored  division 

2 

1.6 

Mechanized  infantry  division 

2 

1.4 

Light  infantry  division 

1 

0.5 

Armored  cavalry  regiments 

2 

0.2 

18.4 
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Illustrative  Cooperative  Security  Force  Structure  and  Budget  -  Continued 
(Budget  authority;  billions  of  1995  dollars) 


System 

Number 

Annual  Cost 

Marine  Corps 

Active  division 

3 

6.0 

Reserve  division 

1 

0.4 

Active  wing 

3 

7.4 

Reserve  wing 

1 

0.6 

14.4 

Air  Force  tactical  air 

Active 

B-52 

68 

3.5 

A-10 

144 

1.6 

F-15C 

144 

2.4 

F-lll 

36 

0.7 

F-15E 

72 

1.5 

F-16 

360 

4.8 

F-117A 

58 

2.4 

RF-4 

72 

0.9 

E-3 

29 

2.1 

E-8 

8 

0.8 

Other  aircraft 

405 

3.6 

Reserve 

A-10 

144 

0.2 

F-15C 

144 

0.7 

F-16 

216 

0.9 

RF-4 

72 

0.3 

KC-135 

342 

1.5 

27.7 
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Illustrative  Cooperative  Security  Force  Structure  and  Budget  -  Continued' 
(Budget  authority;  billions  of  1995  dollars) 


System 

Number 

Annual  Cost 

Navy  battle  force  ships 

CVN 

7 

3.7 

Surface  combatants 

60 

8.7 

SSN 

42 

6.1 

Amphibious  assault  ships 

16 

1.1 

Mine  warfare  ships 

15 

0.3 

Underway  replenishment  ships 

24 

1.6 

Auxiliaries 

45 

1.2 

Active  air  wings 

6 

6.9 

Reserve  air  wing 

1 

0.4 

Patrol  aircraft 

100 

1.0 

31.0 

Airlift  and  sealift 

Airlift  aircraft 

747 

13.0 

Sealift  ships 

67 

3.3 

16.3 

National  intelligence  and  communications 

95' 

20.8 

Special  operations  forces 

-- 

1.9 

Total 

146.2 

1  These  are  satellite  equivalents. 
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Chairman  Sasser.  We  have  a  vote  under  way  on  the  floor  now 
and  I  would  suggest  perhaps  we  ask  Dr.  Steinbruner  a  question  or 
two,  Senator  Exon,  and  then  go  vote  and  return. 

I  will  begin,  if  I  may,  just  by  asking  a  couple  of  questions.  You 
are  saying  the  Russians  are  going  to  field  a  1.5  million-person  mili- 
tary force,  which  they  cannot  afford.  They  can  only  afford  30  per- 
cent of  a  force  that  large? 

Dr.  Steinbruner.  Their  current  budget  is  30  percent  of  what  you 
might  imagine  to  be  the  minimum  financing  requirements  of  a 
force  that  large. 

Chairman  Sasser.  Yet  even  with  a  1.5  million-person  force,  you 
say  in  classical  terms  they  still  cannot  feel  secure  or  defend  their 
territory? 

Dr.  Steinbruner.  That  is  what  they  are  telling  themselves,  that 
they  cannot  hold  Siberia  against  Chinese  pressure  on  the  ground 
and  they  cannot  hold  their  entire  territory  against  our  long-range 
tactical  aircraft  coming  out  of  Western  Europe.  They  look  at  those 
possibilities  and  they  say  they  could  not  handle  them.  Indeed,  if 
they  had  to  try  by  themselves,  they  could  not. 

Chairman  SASSER.  And  you  are  advocating  that  we  provide  some 
reassurance  to  the  Russians,  much  as  we  gave  the  Germans  and 
the  Japanese.  Are  you  talking  about  taking  them  into  our  security 
orbit,  which  we  did  with  the  Germans  through  NATO,  and  I  guess 
we  did  with  the  Japanese  through  our  alliances  in  Asia?  Are  you 
advocating,  Dr.  Steinbruner,  that  we  contemplate  taking  the  Rus- 
sians into  NATO  themselves? 

Dr.  Steinbruner.  Whether  we  do  it  that  way  or  some  other  way, 
I  think  that  we  will  have  to  extend  our  security  orbit  to  include  the 
Russians,  or  international  security  generally  will  not  be  safe.  That 
is  the  only  good  option.  Otherwise,  we  can  expect  serious  internal 
deterioration. 

Chairman  SASSER.  How  can  we  extend  our  security  orbit  other 
than  taking  them  into  NATO?  And  if  we  take  them  into  NATO, 
how  do  you  square  their  entry  into  NATO  with  the  warning  from 
Dr.  George  Kennan  that  we  should  only  take  nations  into  NATO 
that  are  democratically  stable  and  whose  borders  are  well-defined 
and  reasonably  secure.  In  other  words,  Dr.  Kennan  is  arguing 
against  taking  Eastern  Europeans  into  NATO,  and  Russia  appears 
to  be  probably  the  biggest  problem  in  all  of  Eastern  Europe. 

Dr.  Steinbruner.  Again,  whether  it  is  literally  NATO  or  some 
equivalent,  just  for  the  purpose,  let  us  say  take  NATO,  I  think  that 
is  basically  the  wrong  standard.  NATO  is  a  security  arrangement. 
It  is  not  reward  for  being  a  democracy. 

Chairman  Sasser.  Right. 

Dr.  Steinbruner.  If  you  want  a  security  arrangement,  you  go  to 
where  the  problems  are,  and  definitely  the  problems  are  with  Rus- 
sia, not  because  of  residual  inclination  or  capacity  for  imperialist 
aggression,  but  because  of  this  threat  of  internal  disintegration. 

You  go  where  the  problems  are,  that  is  where  it  is,  and  the  only 
way  to  handle  it  basically  is  to  stabilize  and  internationalize  them 
the  way  we  did  with  the  Germans  and  Japanese.  That  is  the  basic 
answer.  And  the  sooner  we  fix  on  that  and  begin  to  work  out  the 
implications,  the  better  off  we  will  be.  So  I  guess  I  disagree  with 
the  Kennan  formulation. 
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Chairman  SASSER.  How  do  you  go  about  stabilizing  them?  How 
do  you  go  about  assuring  them,  giving  them  security  assurances? 
I  am  not  being  antagonistic  here.  I  just 

Dr.  Steinbruner.  I  understand,  and  it  is  a  difficult  problem. 
They  have  got  to  come  to  believe  that  they  can  influence  the  condi- 
tions, the  external  conditions  that  they  would  have  to  live  under. 
There  are  two  important  ones  in  their  mind,  and  they  are  correct 
about  that,  what  is  the  posture  of  the  Chinese  in  Asia  and  what 
is  the  posture  of  the  United  States-led  coalition  in  Europe  and  glob- 
ally. We  are  involved  in  Asia,  as  well. 

We  have  got  to  make  them  believe  that  if  they  follow  certain 
rules,  deployment  rules,  ceilings,  transparency,  et  cetera,  that  they 
will  be  able  to  impose  rules  on  the  other  people.  In  other  words, 
that  in  exchange  for  safe  behavior  on  their  part,  they  will  not  be 
subject  to  external  military  pressure.  That  is  the  basic  kind  of  deal 
that  one  has  to  make.  I  admit  it  is  a  very  large  agenda.  It  would 
involve  a  lot  of  provisions,  it  will  take  us  a  long  time,  but  principle 
is  what  I  am  immediately  focusing  on. 

Chairman  Sasser.  We  might  be  able  to  make  those  assurances 
with  regard  to  Europe  and  our  European  allies,  at  least  in  the 
short  term,  and  by  the  short  term  you  are  talking  about  over  the 
next  decade.  I  do  not  know  how  we  could  extend  those  assurances 
as  far  as  the  People's  Republic  of  China  is  concerned. 

Dr.  Steinbruner.  That  would  be  a  very  demanding  part  of  the 
agenda.  But  let  me  just  note  that  China,  although  it  is  increasing 
its  military  investment,  has  a  very  long  way  to  go  before  they  have 
a  major  power  projection  capability.  The  Chinese  official  defense 
budget  is  only  on  the  order  of  $6  billion,  and  you  might  take  the 
range  of  $20  to  $30  billion  to  be  more  like  the  real  number.  At 
those  rates 

Chairman  Sasser.  Twenty  billion  dollars  to  $30  billion  is  their 
total  defense  budget? 

Dr.  Steinbruner.  Something  like  that.  So  they  are  not  obviously 
making  investments  yet  at  anything  like  the  rate  we  are. 

Chairman  Sasser.  That  is  right.  The  Chinese  have  had  a  rel- 
atively benign  history  with  regard  to  external  expansion,  have  they 
not? 

Dr.  Steinbruner.  That  is  correct,  and  one  imagines  that,  again, 
the  Chinese  interest  is  economic  integration.  It  would  not  be  impos- 
sibly difficult,  if  you  will,  to  work  out  rules  that  put  limits  on  Chi- 
nese military  investment  that  would  be  reassuring. 

Chairman  Sasser.  I  am  going  to  have  to  go,  or  I  am  going  to 
miss  this  vote. 

The  committee  will  stand  in  a  short  recess  until  I  return. 

[Recess.] 

Chairman  Sasser.  The  committee  will  come  to  order. 

I  want  to  apologize  to  our  witnesses  for  the  delay.  We  have  no 
control  over  these  votes  and  we  have  to  go  when  they  sound  the 
bells. 

Why  don't  we  move  on  now  to  Mr.  Krepinevich.  We  look  forward 
to  your  comments  and  testimony.  You  may  proceed. 
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STATEMENT  OF  ANDREW  F.  KREPINEVICH,  DIRECTOR, 
DEFENSE  BUDGET  PROJECT 

Mr.  KREPINEVICH.  Thank  you,  Senator. 

Like  Dr.  Steinbruner,  I  have  submitted  a  prepared  statement  for 
the  record  and  will  summarize  my  remarks. 

Chairman  Sasser.  We  will  read  your  prepared  statements  with 
great  interest,  gentlemen,  I  want  to  assure  you. 

Senator  EXON.  Mr.  Chairman,  I  have  not  had  a  chance  to  ques- 
tion Dr.  Steinbruner. 

Chairman  Sasser.  I  beg  your  pardon. 

Senator  Exon.  Do  you  want  to  do  that  now,  or  should  we  do  it 
later? 

Chairman  Sasser.  We  will  do  whatever  you  wish  to  do. 

Senator  Exon.  Let's  move  ahead  and  maybe  listen  to  all  the  wit- 
nesses, if  that  is  OK. 

Chairman  Sasser.  That  is  fine.  Why  don't  you  go  ahead. 

Mr.  KREPINEVICH.  I  believe  now  is  an  especially  auspicious  time 
for  reviewing  the  roles  of  missions  of  the  military  services.  Three 
factors,  the  geopolitical  revolution  of  the  last  5  years,  the  increas- 
ingly tight  budgetary  environment  and  the  emerging  military  revo- 
lution, suggest  that  the  United  States  military  should  undertake  a 
fundamental  review  of  its  roles  and  missions. 

However,  if  we  are  to  craft  an  effective  force  posture  with  the  re- 
sources available,  we  will  have  to  focus  increasingly  on  the  roles 
and  missions  that  will  be  of  central  importance  over  the  next  20 
years  or  so,  and  not  necessarily  on  those  that  dominated  in  the  last 
46  years. 

How  well  are  we  positioned  for  such  a  role  and  missions  review? 
Addressing  the  issue  properly  requires  a  clearly  defined  national 
security  strategy  which  elaborates  upon  the  roles  the  political  lead- 
ership sees  the  Armed  Forces  playing  in  preserving  United  States 
security  interests. 

The  Administration,  however,  has  yet  to  define  clearly  the  Unit- 
ed States  military's  role  in  the  newly  emerging  international  sys- 
tem. For  example,  does  the  Administration  see  the  United  States 
in  the  role  of  world  policeman,  maintaining  global  stability  by  de- 
terring or,  if  need  be,  waging  regional  wars,  while  engaging  in  an 
array  of  peace  operations?  Or  will  the  United  States  be  the  world's 
fireman,  appearing  on  the  scene  only  when  things  get  so  out  of 
hand  that  American  security  is  directly  threatened?  Or  will  United 
States  forces  support  an  American  security  posture  as  the  world's 
good  Samaritan,  engaging  principally  in  peace  operations,  while  es- 
chewing involvement  in  regional  wars? 

Clearly,  each  role  requires  a  substantially  different  defense  pos- 
ture, corresponding  level  of  expenditure,  and  prioritization  of  serv- 
ice roles  and  missions.  However  we  apportion  roles  and  missions, 
for  our  military  forces  to  function  at  optimum  effectiveness,  they 
must  be  adequately  sustained  by  resources. 

The  Administration  seems  to  have  done  a  good  job  with  respect 
to  the  fiscal  year  1995  defense  budget  request.  Their  approach  to 
the  remainder  of  the  FYDP,  however,  is  more  troublesome.  The  Ad- 
ministration concedes  that  unless  future  inflation  rates  decline 
below  currently  projected  levels,  the  FYDP  will  fall  about  $11  bil- 


283 

lion  short  of  what  is  required  to  support  the  bottom-up  review  force 
structure.  But  this  may  be  just  the  tip  of  the  iceberg. 

The  prospects  for  the  program  over  the  longer  term  beyond  the 
FYDP  are  even  less  encouraging.  Indeed,  the  Administration's  force 
posture  could  be  short  some  $20  billion  per  year  in  the  period  be- 
yond the  FYDP. 

Further,  the  absence  of  a  clear  national  security  strategy,  reflect- 
ing new  security  challenges,  is  revealed  through  the  Administra- 
tion's bottom-up  review.  Specifically,  the  bottom-up  review  offers  a 
defense  program  that  focuses  on  the  most  familiar  threats,  as  op- 
posed to  the  greatest  or  most  likely  threats  to  the  National  secu- 
rity. It  advocates  dedicating  the  bulk  of  United  States  defense  re- 
sources to  meeting  the  requirement  to  wage  two  nearly  simulta- 
neous major  regional  conflicts  or  MRC's,  without  allied  support,  but 
fails  to  provide  a  convincing  argument  for  this  planning  require- 
ment. In  short,  it  emphasizes  planning  to  refight  the  Gulf  War 
more  effectively,  rather  than  preparing  for  the  new  challenges  of 
the  next  decade. 

These  problems  notwithstanding,  how  might  we  address  the  roles 
and  missions  challenge?  From  what  I  gleaned  from  its  draft  sum- 
mary, the  Congressional  Budget  Office's  report  does  a  good  job  of 
laying  out  the  issues  involved.  As  the  CBO  report  suggests^  consoli- 
dating service  roles  and  missions  could  help  make  the  Clinton  de- 
fense program  more  affordable. 

However,  I  would  also  agree  with  CBO  that  as  long  as  the  two 
MRC  contingency  outlined  in  the  bottom-up  review  remains  the 
driving  element  in  the  United  States  defense  program,  it  is  unclear 
that  the  CBO  savings  can  be  realized.  Indeed,  there  is  as  great 
need  for  new  thinking  on  roles  and  missions. 

If  we  base  our  reassessment  of  roles  and  missions  on  the  bottom- 
up  review  framework,  there  is  a  real  danger  that  we  will  be  con- 
solidating our  forces  more  around  the  roles  and  missions  of  the 
past  40  years,  rather  than  preparing  for  the  demands  of  the  next 
20  years.  This  danger  becomes  more  acute,  if  we  believe,  as  I  do, 
that  we  are  in  the  early  stages  of  a  military  revolution. 

Consider,  for  example,  the  consequences  of  the  military  revolu- 
tion that  occurred  between  the  world  wars  that  led  to  the  rise  of 
entirely  new  kinds  of  military  missions,  for  example,  the  strategic 
aerial  bombardment  and  the  first  few  air-land  battle  operations 
which  the  Germans  called  the  blitzkrieg. 

This  period  also  led  to  new  military  organizational  arrange- 
ments, because  innovative  civilian  and  military  leaders  realized 
that  they  could  employ  new  military  systems  in  new  far  more  effec- 
tive ways.  Conversely,  in  periods  of  military  revolution,  military  or- 
ganizations are  also  susceptible  to  wasting  precious  resources  by 
emphasizing  roles  and  missions  that  are  in  decline.  For  example, 
France  entered  World  War  II  well  prepared  to  refight  World  War 
I  more  effectively.  France  then  proceeded  to  lose  the  war  in  6 
weeks  to  a  German  military  that  had  developed  an  entirely  new 
kind  of  mission  capability,  again  the  blitzkrieg. 

One  major  characteristic  of  the  current  revolution  is  the  services 
ever  increasing  crowding  or  intruding  upon  one  another's  tradi- 
tional battle  space.  This  has  sharply  increased  the  need  for  and  the 
payoff  from  the  integration  of  service  operations.  Major  improve- 
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merits  in  military  effectiveness  might  be  obtained  by  enhancing  our 
ability  to  integrate  our  capabilities  quickly.  Unfortunately,  at 
times,  service  parochialism  stands  in  the  way  of  such  integration. 

Some  missions  may  be  right  for  consolidation  within  a  single 
service.  But  as  Senator  Nunn  has  observed,  in  many  instances  we 
may  be  seeking  the  most  cost-effective  integration  of  forces,  rather 
than  creating  service  mission  monopolies. 

Perhaps  the  greatest  immediate  opportunities  lie  in  the  consoli- 
dation of  many  support  functions  that  are  currently  handled  sepa- 
rately by  the  four  services  and  that  were  mentioned  in  the  CBO 
study.  But  we  also  need  to  examine  the  new  missions  that  could 
emerge  out  of  this  period  of  military  revolution,  for  example,  long- 
range  precision  strikes,  information  dominance  and  space  control, 
to  name  some  possibilities.  None  of  these  missions  existed  in  1948, 
yet  they  may  all  eventually  become  prominent  factors  in  determin- 
ing the  success  of  our  armed  forces  in  future  conflicts. 

Developing  the  ability  to  execute  these  missions  effectively  in  an 
era  of  tight  budgets,  however,  we  will  likely  find  ourselves  not  only 
looking  at  new  missions,  but  at  consolidating  or  even  divesting  our- 
selves of  some  traditional  missions,  as  well.  Here  our  allies  may  be 
of  great  help. 

I  want  to  note  emphatically  that  preparing  to  experiment  with 
and  exploit  these  new  kinds  of  missions  that  I  am  talking  about 
does  not  presuppose  busting  the  budget.  The  innovations  of  the 
1920's  and  1930's,  for  example,  were  carried  out  in  the  American 
military  on  shoestring  budgets  for  defense.  Then  our  services  did 
not  so  much  create  the  military  forces  to  execute  these  innovative 
missions,  rather,  they  positioned  themselves  to  do  so  in  the  event 
the  need  arose,  as  it  did  in  V/orld  War  II.  What  is  needed  most  now 
is  innovative  leadership  in  the  services  and  guidance  and  support 
from  the  Nation's  civilian  leadership. 

In  summary,  a  truly  comprehensive  review  of  service  roles  and 
missions  is  particularly  appropriate  now.  The  potential  exists  to  in- 
crease military  effectiveness  substantially,  while  at  the  same  time 
realizing  significant  savings. 

Proceeding  in  a  logical  manner,  however,  requires  a  national  se- 
curity strategy  that  defines  the  American  military's  role  in  the  new 
security  environment,  and  that  allows  the  Defense  Department  to 
prioritize  its  mission  requirements.  We  should  discuss  with  our  al- 
lies how  they  might  assume  primary  responsibility  or  at  least  par- 
tial responsibility  for  some  missions  which  we  would  like  to  main- 
tain the  capability  for,  but  which  we  cannot  afford. 

We  also  need  to  identify  the  potentially  new  missions  that  will 
come  from  the  military  revolution,  as  well  as  the  unnecessary  over- 
laps and  redundancies  in  traditional  service  roles  and  missions. 

Indeed,  the  most  significant  savings  in  terms  of  positioning  the 
United  States  to  sustain  the  most  capable  military  posture  with  the 
resources  available  will  only  come  if  we  take  a  more  comprehensive 
look  at  future  strategic  requirements  to  ensure  that  we  are  consoli- 
dating around  the  right  roles  and  missions. 

Finally,  time  is  of  the  essence.  We  cannot  afford  to  embark  on 
a  flawed  defense  program,  the  bottom-up  review,  that  consumes  a 
quarter  of  a  trillion  dollars  a  year,  where  we  will  find  it  increas- 
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ingly  difficult  to  buy  our  way  out  of  our  mistakes  in  defense  plan- 
ning. 

In  short,  as  one  British  official  observed  earlier  in  this  century, 
we  are  running  out  of  money,  we  shall  have  to  start  to  think. 

Thank  you,  Senator. 

Chairman  Sasser.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Krepinevich  follows:] 
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1  welcome  this  opportunity  to  testify  before  the  Senate  Budget  Committee.    I  commend 
you  for  taking  the  time  to  consider  the  relationship  between  the  services'  roles  and  missions, 
and  budgetary  resources.    Indeed,  a  new,  and  very  different  security  environment,  tight 
constraints  on  defense  resources,  and  the  emerging  military  revolution  demand  that  we  conduct 
such  a  review.   The  discussion  of  service  roles  and  missions  is  critical  to  decisions  to  be  made 
in  the  FY  1995  defense  budget  request  and  the  Future  Years  Defense  Plan  (FYDP).    It  also 
strikes  at  the  heart  of  the  Bottom-Up  Review.  * 

I  come  to  the  Defense  Budget  Project  following  a  twenty  year  career  in  the  U.S.  Army, 
including  eight  years  experience  in  the  Office  of  the  Secretary  of  Defense,  most  recently  as  an 
assistant  to  the  Director  of  the  Office  of  Net  Assessment.    My  experience  gives  me  a  special 
vantage  point,  which  I  am  pleased  to  share  with  you.   My  testimony  addresses  three  points: 
the  need  for  a  thorough  review  of  roles  and  missions,  the  extent  to  which  the  Administration 
has  created  a  climate  conducive  to  conducting  a  review,  and  some  thoughts  on  how  we  might 
approach  such  a  review. 


THE  NEED  FOR  A  THOROUGH  REVIEW  OF  SERVICE  ROLES  AND  MISSIONS 

Now  is  an  especially  auspicious  time  for  reviewing  the  roles  and  missions  of  the 
military  services.   Three  factors  —  the  geopolitical  revolution  of  the  last  four  years,  the 
increasingly  tight  budgetary  environment,  and  the  emerging  military  revolution  —  suggest  that 
the  U.S.  military  should  undertake  a  fundamental  review  of  its  roles  and  missions. 

It  will  be  important  to  avoid  focusing  this  process  primarily  around  the  traditional  roles 
and  missions  that  have  dominated  much  of  our  thinking  since  the  Key  West  agreement  of 
1948.    If  we  are  to  craft  an  effective  force  posture  with  the  resources  available,  we  will  have  to 
focus  on  the  roies  and  missions  that  will  be  of  central  importance  over  the  next  twenty  years  or 
so.    Developing  the  capability  to  execute  potential  key  emerging  roles  and  missions  will  be  an 
important  factor  in  realizing  substantial  savings  while  preserving  an  effective  military  posture. 

Unfortunately,  there  is  a  real  danger  that,  absent  a  clearly  enunciated  national  security 
strategy  and  a  reevaluation  of  the  Administration's  defense  program  based  on  the  "Bottom-Up 
Review"  (BUR),  the  services  may  in  fact  consolidate  around  the  wrong  set  of  roles  and 
missions. 

First,  the  security  challenges  we  now  face  are  radically  different  in  scale,  scope,  and 
time  from  those  we  faced  during  the  Cold  War.   Our  greatest  challenges  now  lie  in  the  longer 
term,  in  the  form  of  the  proliferation  of  weapons  of  mass  destruction  and  the  diffusion  of 
advanced  military  technologies  to  Third  World  regional  powers,  and  in  the  danger  of  a 
potential  resumption  of  great  power  competition.    Our  most  likely  challenges  will  come  in  the 
form  of  nontraditional  military  operations,  or  what  have  been  termed  peace  operations.    Our 
armed  forces  need  to  review  their  roles  and  missions  in  light  of  this  new  security  environment. 
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Today  wc  find  ourselves  in  a  "threat  trough"  of  sorts.   The  dangers  to  our  national 
security  are  far  lower  now  than  they  have  been  in  the  last  forty  years.   And  they  are 
significantly  lower  than  they  promise  to  be  in  the  next  10-20  years.    We  have  a  window  of 
opportunity  to  effect  dramatic,  innovative,  needed  changes  in  our  armed  forces  that  will  allow 
them  to  face  the  challenges  of  a  new  era. 

Second,  attempts  by  the  Administration  and  Congress  to  come  to  grips  with  the  federal 
budget  deficit  and  the  demands  of  other  portions  of  the  federal  budget  leave  little  margin  for 
error  in  defense  planning.   Unfortunately,  at  the  very  time  budgetary  pressures  compel  us  to 
organize  and  plan  more  effectively,  we  are  confronted  with  increased  uncertainty  about  what 
the  dangers  are,  what  countries  will  manifest  these  dangers,  and  when  they  might  appear. 
Now^  more  than  at  any  time  in  our  recent  history,  we  must  avoid  the  trap  of  adopting  a  defense 
program  that  we  cannot  reasonably  hope  to  sustain  with  the  budgets  projected  for  defense. 

Third,  we  may  be  on  the  cusp  of  a  new  military  revolution;  one  that  will  change  the 
character  of  conflict  and  the  ways  in  which  we  calculate  military  power  and  effectiveness.    If 
we  are  in  such  a  period,  the  roles  and  missions  guidelines  that  we  have  used  for  forty-six  years 
will  have  to  be  amended  dramatically  (if  not  scrapped  altogether),  for  the  services  to  prepare 
effectively  and  efficiently  for  future  conflicts.    Indeed,  a  military  revolution  would  demand  a 
review  of  roles  and  missions  regardless  of  the  geopolitical  revolution  and  the  need  to  achieve 
savings.    Such  revolutions  typically  witness  the  emergence  of  new  dominant  missions,  and  the 
decline  or  extinction  of  others.    Historically,  those  military  organizations  that  have  failed  to 
adapt  have  been  ill-prepared  for  future  conflicts. 


THE  CLINTON  DEFENSE  PROGRAM 

Given  the  need  for  a  roles  and  missions  review,  how  well  are  we  positioned  to  conduct 
one  productively?  To  address  the  roles  and  missions  issue  requires  a  clearly  defined  national 
security  strategy,  which  elaborates  upon  the  roles  the  political  leadership  sees  the  armed  forces 
playing  in  preserving  U.S.  security  interests. 

Needed:   A  National  Security  Strategy 

The  United  States  does  not  appear  to  have,  at  present,  a  clearly  enunciated  national 
security  strategy.   To  be  sure,  we  have  seen  elements  of  such  a  strategy  in  the  form  of  the 
Administration's  pronouncements  on  its  so-called  Enlargement  Policy,  and  its  tests  for 
committing  U.S.  troops  to  peace  operations.   Clearly,  the  formulation  of  such  a  strategy  in  a 
period  of  geopolitical  revolution  is  a  difficult  undertaking.   Nevertheless,  to  be  done 
effectively,  a  major  restructuring  of  service  roles  and  missions  requires  an  understanding  of  the 
conditions  under  which  U.S.  military  forces  will  be  employed  —  how  the  means  of  U.S. 
military  power  will  be  used  to  secure  its  national  security  ends. 
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The  Clinton  Administration  has  yet  to  define  clearly  the  United  States  military's  role  in 
the  newly  emerging  international  system.    Does  the  Administration  see  the  United  States  in  the 
role  of  World  Policeman,  maintaining  global  stability  by  deterring  —  or,  if  need  be,  waging  — 
regional  wars  while  engaging  in  an  array  of  peace  operations?   Or  will  the  United  States  be  the 
World's  Fireman,  appearing  on  the  scene  only  when  things  get  so  out  of  hand  that  American 
security  is  directly  threatened?   Will  U.S.  forces  support  an  American  security  posture  as  the 
World's  Good  Samaritan,  engaging  principally  in  peace  operations  and  eschewing  involvement 
in  regional  wars  that  could  involve  states  possessing  weapons  of  mass  destruction?    Or  will 
America  adopt  a  neo-isolationist  posture  that  makes  it,  in  effect,  the  World's  Recluse?    Clearly, 
each  role  requires  a  substantially  different  defense  posture,  corresponding  level  of  expenditures, 
and  prioritization  of  service  roles  and  missions. 

Bringing  the  Defense  Program  in  Line  with  Available  Resources 

However  we  apportion  roles  and  missions,  for  our  military  forces  to  function  at 
optimum  effectiveness,  they  must  be  adequately  sustained  by  resources.   A  brief  overview  of 
the  Administration's  defense  program  indicates  that  we  may  well  be  emphasizing  near-term 
capability  at  the  expense  of  maintaining  access  to  our  long-term  military  potential,  where  the 
challenges  to  our  security  are  likely  to  be  the  greatest. 

The  FY  1995  Defense  Budget  Request 

As  noted  in  the  Defense  Budget  Project's  recent  budget  analysis,  the  Administration  had 
to  make  some  tough  decisions  in  shaping  its  FY  1995  defense  budget  submission.    On  the 
whole,  the  decisions  it  made  appear  to  have  been  good  ones.1    The  Administration's  request 
places  a  high  priority  on  protecting  the  combat  readiness  of  U.S.  forces.   Under  its  plan, 
funding  for  operations  and  maintenance  (O&M)  would  grow  to  $92.9  billion  in  FY  1995,  an 
increase  of  3.7  percent  in  real  (inflation  adjusted)  terms  from  FY  1994.   At  the  same  time,  the 
number  of  active  duty  troops  is  projected  to  fall  by  5  percent.    Even  after  adjusting  for  the 
effect  of  non-traditional  programs  (e.g.,  environmental  cleanup  and  peacekeeping)  funded 
through  the  O&M  account,  this  increase  appears  to  be  significant  and  should  alleviate  some 
concerns  that  the  readiness  of  the  U.S.  military  rriay  be  fniiering. 

The  Administration's  request  also  includes  $36.2  billion  for  research  and  development 
(R&D)  in  FY  1995,  a  1.4  percent  real  increase  from  FY  1994.  The  Administration's  FY  1995 
request  suggests  that,  notwithstanding  last  year's  Congressionally-imposed  cuts  to  this  account, 
the  Administration  continues  to  place  a  high  priority  on  R&D.  Moreover,  the  proposed  budget 
would  increase  funding  —  by  almost  4  percent  in  real  terms  —  for  basic  research  and 
exploratory  development.  These  are  the  earliest  stages  of  the  R&D  process,  and  are  critical  to 
maintaining  U.S.  technological  superiority  over  the  long  term. 


1  Steven  Kosiak.  Analysis  of  the  Fiscal  Year  1995  Defense  Budget  Request  (Washington,  DC:  Defense  Budget 
Project,  February  1994). 
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The  Administration's  FY  1995  budget  continues  to  make  deep  reductions  in  military 
personnel.    Under  the  plan,  active  duty  personnel  levels  will  be  cut  from  about  1.61  million  at 
the  end  of  FY  1994  to  about  1.53  million  by  the  end  of  FY  1995.    Given  the  disappearance  of 
the  Soviet  threat  and  the  lack  of  any  near-term  threat  of  comparable  magnitude,  these  deep 
force  structure  reductions  make  sense.    Lastly,  the  Administration's  decision  to  cut  procurement 
funding  to  $43.3  billion,  a  real  decline  of  5.4  percent,  seems  appropriate.   This  cut  —  which  is 
modest  by  comparison  to  recent  years  —  and  testimony  by  Secretary  of  Defense  William  Perry 
suggest  that  cuts  in  funding  for  procurement  have  bottomed  out. 

The  Future  Years  Defense  Plan  (FYDP)  and  the  Long-Term  Future 

,,     The  Administration's  approach  to  the  remainder  of  the  FYDP  is  more  troublesome. 
There  are  a  number  of  areas  in  which  the  FYDP  is  or  may  be  underfunded.   The 
Administration  concedes  that  unless  future  inflation  rates  decline  below  currently  projected 
levels,  the  FYDP  will  fall  $20  billion  short  of  what  is  required  to  support  the  BUR.    But  this 
may  be  just  the  tip  of  the  iceberg.   The  overall  federal  budget  proposed  by  the  President 
includes  $11  billion  in  unidentified  savings  from  "reinventing  federal  procurement."    Since  the 
Defense  Department  accounts  for  about  70  percent  of  total  federal  procurement,  DoD  may  be 
required  to  absorb  reductions  of  another  $8  billion  or  so  through  FY  1999.   Another  $14  billion 
would  be  required  over  the  next  five  years  if  Congress  were  to  decide  to  provide  military  pay 
raises  as  mandated  by  current  law  (half  a  percent  below  the  employment  cost  index  —  ECI),  as 
it  did  in  FY  1994,  rather  than  accept  the  Administration's  proposal  for  smaller  pay  increases. 
Additionally,  there  are  reports  that  the  services'  budgets  may  be  underfunded.    For  example, 
Admiral  Kelso,  the  Chief  of  Naval  Operations,  stated  in  January  that  the  Navy  would  have  to 
find  an  additional  $3.5  billion  a  year  for  aircraft  and  ship  construction  "in  the  years  ahead." 
How  much  the  FYDP  is  underfunded  is  unclear.    But  whether  the  shortfall  is  $20  billion  or  $60 
billion,  it  is  cause  for  serious  concern. 

The  prospects  for  the  program  over  the  longer  term  are  even  less  encouraging.   Even  if 
one  makes  some  very  favorable  assumptions  with  respect  to  cost  growth  in  the  areas  of 
procurement,  and  in  operations  and  support,  the  Administration's  force  posture  could  be  short 
some  $20  billion  per  year  in  the  period  beyond  the  FYDP.    In  summary,  the  scarcity  of 
resources  for  defense  indicates  that  we  cannot  afford  to  pursue  a  "rich  person's"  approach  to 
defense,  if  we  ever  could.   We  cannot  continue  to  build  in  unnecessary  redundancy  and 
wasteful  duplication  in  service  roles,  missions,  and  force  structures,  and  to  accept  costly 
inefficiencies  in  their  supporting  structures.  Tight  budgets  demand  we  pursue  a  "smart 
person's"  approach. 

The  Bottom-Up  Review:   A  Flawed  Blueprint 

The  absence  of  a  clear  national  security  strategy  is  further  revealed  in  the 
Administration's  Bottom-Up  Review.    Initiated  by  the  Administration  in  March  1993,  the  BUR 
was  intended  to  be  "a  comprehensive  review  of  the  nation's  defense  strategy,  force  structure, 
modernization,  infrastructure,  and  foundations."   According  to  the  Administration,  the  BUR 
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provides  the  United  States  with  a  blueprint  for  transitioning  from  a  defense  posture  designed 
primarily  to  counter  a  Soviet  threat  to  one  oriented  toward  the  challenges  of  the  emerging 
post-Cold  War  security  environment.   Unfortunately,  the  BUR  fails  to  make  a  persuasive  case 
for  its  recommended  defense  posture.    Moreover,  not  only  is  its  recommend  defense  posture 
likely  to  prove  unaffordable  over  the  next  five  years,  it  is  likely  to  become  progressively  less 
affordable  over  the  longer  term,  in  the  years  beyond  FY  1999. 

In  considering  the  FT  1995  defense  budget  request,  it  is  critical  that  Congress  take  the 
time  necessary  to  evaluate  the  results  of  the  BUR,  and  compare  them  to  possible  alternative 
plans.    Perhaps  the  Administration  can  present  a  better  case  for  the  BUR  than  it  has  to  date.   If 
it  can,  it  should  aiso  be  required  to  specify  how  that  program  is  to  be  fully  funded,  not  only 
this^ear,  but  over  the  longer  term.   On  the  other  hand,  if  the  Administration  fails  to  make  a 
more  effective  case  for  the  BUR  program,  Congress  should  consider  adopting  a  force  structure 
and  defense  program  that  can  more  readily  fit  within  the  budgets  currently  projected  for 
defense.  There  is  good  reason  to  believe  that,  within  currently  projected  budgets,  the  Defense 
Department  can  best  minimize  the  overall  risks  to  U.S.  national  security  interests  by  adopting  a 
smaller  force  structure  than  called  for  in  the  BUR.   Moving  to  a  smaller  force  structure  should 
be  accompanied  by  a  thorough  review  of  roles  and  missions,  so  that  we  can  avoid  ending  up 
with  a  force  posture  that  is  essentially  a  slimmed-down  version  of  our  Cold  War  force. 

Secretary  Perry  has  urged  the  Congress  not  to  view  the  FY  1995  budget,  or  the  FYDP, 
as  merely  fiscal  documents.   Rather,  he  argues,  they  should  be  evaluated  as  a  "strategic 
investment"  plan  whose  priorities  are  derived  from  the  Pentagon's  Bottom-Up  Review.   I 
strongly  concur  since,  if  adopted,  the  BUR's  defense  program  will  exert  a  profound  influence 
on  the  long-term  security  of  the  United  States,  not  only  over  the  next  five  years,  but  over  the 
next  15-20  years. 

The  BUR  is  intended  to  break  the  Defense  Department  from  its  Cold  War  era  focus  on 
what  was  a  relatively  clear  and  predictable  Soviet  threat,  and  to  reorient  the  U.S.  defense 
posture  on  a  new  set  of  challenges.   These  challenges,  or  dangers,  are  those  posed  by 
aggression  from  major  regional  powers,  or  ethnic  and  religious  conflict;  the  spread  of  nuclear, 
chemical,  and  biological  weapons;  the  failure  of  the  former  Soviet  states  —  especially  Russia  — 
to  transition  successfully  to  democracy;  and  the  failure  to  build  a  "strong  and  growing  U.S. 
economy."    In  reality,  however,  the  BUR  falls  far  short  of  meeting  this  challenges.   It  appears 
largely  to  ignore  some  critical  new  challenges,  while  over-preparing  to  meet  some  older,  less 
worrisome  dangers.2 

Specifically,  the  BUR  offers  a  defense  program  that: 


2  Andrew  F.  Krepinevich,  The  Bottom -Up  Review:  A  Critical  Assessment  fWashington,  DC:  Defense  Budget 
Project,  February  1994). 
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Allocates  primary-  emphasis  to  maintaining  U.S.  military  capability  over  the 
near-term,  at  the  expense  of  preserving  U.S.  military  potential  over  the  long 
term.    Essentially,  the  BUR  maintains  the  U.S.  planning  perspective  that  existed 
during  the  Cold  War:    it  focuses  on  the  near-term,  and  on  the  most  familiar 
threats,  as  opposed  to  the  greatest  or  most  likely  threats  to  the  national  security, 
which  will  probably  appear  in  the  next  decade,  at  the  earliest. 

Advocates  dedicating  the  bulk  of  U.S.  defense  resources  to  meeting  the 
requirement  to  wage  two  nearly  simultaneous  major  regional  conflicts  (MRCs)  — 
without  allied  support  if  need  be  —  to  achieve  quick  and  decisive  victories.   The 
BUR  does  not  provide  a  convincing  argument  for  this  planning  requirement, 
especially  when  the  opportunity  costs  are  considered. 

Emphasizes  planning  to  refight  the  Gulf  War  more  effectively  rather  than 
preparing  for  the  new  challenges  of  the  next  decade.   But  Third  World  regional 
powers  with  aggressive  designs  are  unlikely  to  emulate  Iraq;  rather,  they  are  far 
more  likely  to  adopt  substantially  different  operational  concepts  and  force 
structures  than  those  anticipated  by  the  BUR  in  designing  its  force  requirements 
for  future  MRCs. 

Fails  to  set  priorities  between  preparing  for  major  regional  conflicts,  and 
preparing  for  unconventional  operations,  such  as  peacemaking.   Furthermore,  the 
BUR  appears  to  assume  that  forces  trained  and  oriented  for  conventional  conflict 
environments  can  be  readily  shifted  to  unconventional  operations  with  little  or  no 
loss  of  military  effectiveness.   The  U.S.  military's  experience  over  the  past 
century  would  seem  to  indicate  this  assumption  is  unfounded. 


ADDRESSING  THE  ROLES  AND  MISSIONS  CHALLENGE 

Prospective  Savings  From  a  Thorough  Review  of  Roles  and  Missions 

From  what  I  gleaned  from  its  draft  summary,  the  Congressional  Budget  Office  (CBO) 
report  does  a  good  job  of  tackling  the  issue  of  redundant  and  unnecessary  roles  and  missions. 
It  property  notes  the  advantages  of  overlapping  roles  and  missions,  to  include  the  "safety" 
provided  by  redundant  capabilities,  and  the  manner  in  which  they  complicate  an  adversary's 
planning.  Another  advantage  of  note  is  the  positive  competition  it  engenders  between  the 
services.    Monopolies  —  whether  corporate  or  service  —  tend  to  stifle  innovation  and 
competition.   Indeed,  there  is  considerable  support  from  the  business  literature  that  close 
quarters  competition  is  desirable  in  promoting  innovation  and  maintaining  an  overall 
competitive  edge  over  one's  rivals.  These  advantages  must  be  weighed,  however,  against  the 
need  to  bring  our  strategy  and  capabilities  in  line  with  our  resources,  and  refocused  on  the 
demands  of  a  new  geopolitical  and  military-technical  era. 
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The  Defense  Budget  Project  has  not  costed  out  CBO's  prospective  savings  from  a 
realignment  of  roles  and  missions.    However,  as  you  consider  methods  of  resolving  the 
Administration's  "ends-means"  disconnect  between  its  strategy  and  its  budgets,  there  are  three 
cautions  worth  noting.    First,  even  if  the  most  radical  options  examined  by  the  CBO  were 
adopted,  it  is  not  clear  that  the  savings  would  cover  the  near-term  or  long-term  Clinton 
Defense  Plan  funding  shortfalls.  The  range  of  uncertainty  in  the  Defense  Department's  funding 
shortfall  appears  to  be  considerable.   Under  thexurrent  situation,  the  savings  derived  from  the 
CBO  roles  and  missions  assessment  could  still  leave  DoD  some  $20  billion  short  in  its  Future 
Years  Defense  Plan.   Second,  the  savings  appear  to  assume  prompt  Executive  and 
Congressional  action  on  these  options,  which  appears  unlikely. 

Third,  I  would  agree  with  CBO  that  as  long  as  the  two-MRC  contingency  outlined  in 
the  Bottom-Up  Review  remains  the  driving  element  in  the  U.S.  defense  program,  it  is  unclear 
that  the  CBO  savings  will  be  realized.   This  is  not  because  the  CBO  estimates  are  incorrect. 
Rather,  it  is  because  military  capability  will  still  be  needed  to  execute  the  BUR  contingency 
requirements.    For  example,  if  the  Air  Force  cedes  the  close  air  support  (CAS)  mission  to  the 
Army  by  retiring  its  A- 10s  and  cutting  back  on  its  F-16s,  what  will  be  lost  is  not  only  a 
different  method  of  providing  CAS,  but  a  significant  portion  of  the  CAS  capability  as  well. 
One  could  readily  see  the  Army  requesting  additional  reconnaissance  assets  (e.g.,  special 
operations  forces,  helicopters,  unmanned  aerial  vehicles)  and  fire  assets  (e.g.,  multiple-launch 
rocket  systems  —  MLRS;  attack  helicopters)  to  cover  the  shortfall.    Overall,  there  may  be  a 
reduction  in  cost,  but  it  could  well  be  only  a  fraction  of  the  anticipated  savings  derived  from 
eliminating  redundant  force  elements.  Another  option  might  be  to  transfer  the  Air  Force's  A- 
10  aircraft  to  the  Army.   This  might  produce  significant  savings,  but  not  on  the  scale  presented 
in  the  CBO  study. 

As  the  CBO  report  suggests,  consolidating  service  roles  and  missions  could  help  make 
the  Clinton  Defense  Program  more  affordable.    Before  moving  ahead  with  these  consolidations, 
however,  we  also  should  make  sure  that  we  are  consolidating  into  the  right  roles  and  missions. 

The  Need  for  New  Thinking  on  Roles  and  Missions 

The  Influence  of  the  Military  Revolution 

If  we  base  our  reassessment  of  roles  and  missions  on  the  Bottom-Up  Review 
framework,  there  is  a  strong  danger  that  we  will  be  consolidating  our  forces  more  around  the 
roles  and  missions  of  the  past  forty  years,  preparing  to  fight  the  last  war  more  effectively,  than 
on  preparing  for  the  demands  of  the  next  twenty  years,  and  the  dangers  and  challenges  of  a 
new  era. 

This  need  becomes  more  acute  if  we  are,  as  I  believe,  in  the  early  stages  of  a  military 
revolution.   Consider,  for  example,  the  consequences  of  the  military  revolution  that  occurred 
between  World  War  I  and  World  War  II.  That  revolution  led  to  the  rise  of  entirely  new  kinds 
of  military  missions;  e.g.,  strategic  aerial  bombardment,  strategic  air  defense,  submarine 
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strategic  commerce  raiding,  antisubmarine  warfare  (ASW),  large-scale  amphibious  assault 
operations,  the  first  true  air-land  battle  operation  (the  blitzkrieg),  and  carrier  naval  aviation 
operations. 

This  period  also  led  to  new  military  organizational  arrangements,  such  as  the  Army  Air 
Corps,  carrier  battlegroups,  and  armor  divisions.  The  point  here  is  that  these  new  missions  and 
organizations  emerge  because  innovative  civilian  and  military  leaders  realized  that  they  could 
employ  new  military  systems  in  new,  far  more  effective  ways.   This   required  new 
organizations  to  execute  these  new  missions  effectively.   We  may  well  be  in  a  similar  situation 
today. 

-,     In  periods  of  military  revolution,  military  organizations  are  susceptible  to  wasting 
precious  resources  by  emphasizing  roles  and  missions  that  are  in  decline.    For  example,  France 
spent  a  great  deal  of  money  to  improve  its  armed  forces  between  the  two  world  wars,  focusing 
on  the  traditional  missions  that  won  World  War  I,  such  as  static  defenses  and  the  breaching  of 
enemy  static  fortifications.   France  then  proceeded  to  lose  World  War  II  in  six  weeks  to  a 
German  military  that  had  developed  an  entirely  new  kind  of  mission  capability,  one  that 
emphasized  integrating  the  capabilities  of  new  systems  like  the  tank,  the  airplane,  and  the 
radio,  to  create  a  far  more  effective  military  force,  and  a  new  military  operation  —  the 
blitzkrieg. 

It  would  appear  that  potentially  significant,  even  dramatic  savings  could  be  realized 
from  a  comprehensive  review  of  roles  and  missions,  one  that  takes  into  account  the  military 
revolution  that  is  now  underway.    Many  of  our  services'  roles  and  missions  were  built  around 
geographic  distinctions  that  no  longer  exist.   There  was  a  time  in  this  century  when,  for 
example,  the  ability  of  the  Army  to  influence  directly  operations  at  sea,  and  the  ability  of  the 
Navy  to  influence  directly  operations  on  land,  were  practically  nil. 

All  that  has  changed  as  a  consequence  of  the  new  technologies  and  new  military 
systems  that  have  emerged  over  the  last  forty-six  years.   Since  1948,  they  have  substantially,  if 
not  radically,  altered  the  potential  capabilities  of  our  military  services,  principally  by  allowing 
the  services  to  identify  and  engage  targets  at  ever  increasing  ranges.    For  example,  the  Army 
has  developed  and  fielded  systems  such  as  ATACMs  and  attack  helicopters;  the  Navy, 
Tomahawk  Land-Attack  Cruise  Missiles  (TLAMs);  the  Air  Force,  Air-Launched  Cruise 
Missiles  (ALCMs)  and  bombers  with  global  range.   All  the  services  employ  space  assets  and 
smart  munitions. 

The  consequence  of  these  developments  is  the  services'  crowding  —  or  intruding  — 
upon  one  another's  traditional  "battlespace."   This  has  sharply  increased  the  need  for,  and  the 
payoff  from,  the  coordination,  orchestration,  and  integration  of  service  operations  — 
"jointness.,"    Major  improvements  in  military  effectiveness  might  be  obtained  by  enhancing  our 
ability  to  integrate  our  capabilities  quickly.  As  Senator  Nunn  observed,  in  some  instances  we 
may  be  seeking  the  most  cost-effective  integration  of  forces,  rather  than  service  mission 
monopolies.   Unfortunately,  service  parochialism  has,  at  times,  stood  in  the  way  of  such 
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integration.    Overcoming  this  parochialism  may  require  strengthening  further  the  joint  elements 
of  our  armed  forces,  so  that  both  the  unique  and  the  overlapping  capabilities  of  the  services  can 
be  quickly  accessed  and  utilized:  i.e.,  ensuring  that  the  most  cost-effective  mix  can  be  effected 
rapidly  when  needed. 

Some  missions  may  be  ripe  for  consolidation  within  a  single  service.    For  others  we 
may  decide  that  a  certain  amount  of  overlap  and  competition  is  healthy.    Perhaps  the  most 
important  change  we  could  make  would  be  to  do  away  with  the  increasingly  anachronistic  use 
of  service  "geography"  as  our  main  organizing  principal,  and  replace  it  with  the  organization  of 
our  forces  around  types  of  operations  (e.g.,  sea  control,  forcible  entry,  strategic  lift,  land 
control,  etc.).    Organization  around  operations  would  appear  to  enhance  the  prospects  for 
consolidating  many  of  the  support  functions  that  are  currently  handled  separately  by  the  four 
services. 

The  Defense  Department  needs  to  examine  the  new  missions  that  could  emerge  out  of 
this  period  of  military  revolution:    long-range  precision  strikes;  information  dominance;  space 
control;  space  denial;  ballistic  missile  defense;  and  counterproliferation,  to  name  some 
possibilities.    None  of  these  missions  existed  in  1948.    Some  still  do  not  exist.    Others  are  in 
their  early  stages  of  development.    Yet  they  may  all  eventually  become  dominant  missions  in 
determining  the  success  of  our  armed  forces  in  future  conflicts. 

To  develop  the  ability  to  execute  these  missions  effectively  in  an  era  of  tight  budgets, 
however,  we  will  likely  find  ourselves  not  only  looking  at  new  missions,  but  at  consolidating 
—  or  even  divesting  ourselves  of  —  some  traditional  missions  as  well.  Again,  this  suggests  a 
thorough  review  of  service  roles  and  missions. 

We  need  a  defense  plan  that  focuses  more  on  the  greatest  potential  challenges  to  our 
security,  which  lie  beyond  the  near-term  future.    In  a  period  of  military  revolution,  what 
missions  will  dominate  conflict  15-20  years  into  the  future?    How  can  we  begin  reorganizing 
ourselves  now  so  that  if  the  time  comes  when  we  are  faced  with  a  resumption  of  great  power 
competition,  or  the  failure  of  non-proliferation  efforts,  the  U.S.  military  is  prepared  to  address 
a  very  different  mix  of  missions  than  those  it  prepared  for  during  the  Cold  War?    When  we 
look  back  at  the  military  revolution  of  the  1920s  and  1930s,  we  find  to  our  good  fortune  that 
the  services  did  devote  sufficient  intellectual  and  fiscal  resources  to  developing  a  capability  for 
executing  new  kinds  of  missions,  such  as  strategic  aerial  bombardment,  carrier  strike 
operations,  and  mechanized  air-land  operations  —  operations  and  missions  that  did  not  even 
exist  only  a  short  time  earlier. 

77ie  Affordability  Issue 

I  want  to  note  emphatically  that  preparing  to  exploit  these  new  kinds  of  missions  does 
not  presuppose  busting  the  budget.   The  innovations  of  the  1920s  and  1930s  were  carried  out 
on  shoestring  budgets  for  defense.   Then  the  services  did  not  so  much  create  the  military  forces 
to  execute  these  innovative  missions;  rather,  they  positioned  themselves  to  do  so  in  the  event 
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the  need  arose,  as  it  did  with  the  coming  of  World  War  II.   What  is  needed  most  now  is  this 
kind  of  innovative  leadership  in  the  services  —  and  guidance  and  support  from  the  nation's 
civilian  leadership. 

On  this  point  the  CBO  study  is  helpful.   In  essence,  it  offers  options  for  cutting  the 
force  structure.    Left  unstated  is  the  fact  that  this  would  lead  to  an  abandonment  of  the  flawed 
Bottom-Up  Review  program.   Also  left  unstated  is  that  further  modest  reductions  in  force 
structure  provide  the  modest  funds  and  inspiration  for  DoD  to  begin  looking  beyond  the  last 
war,  and  traditional  missions,  and  toward  preparing  for  a  new  and  fundamentally  different 
security  environment. 

-.     Unless  the  Defense  Department  can  make  a  better  case  for  the  BUR  defense  program,  it 
may  be  prudent  to  adopt  something  analogous  to  a  one-MRC  "plus"  posture,  while  also 
reviewing  U.S.  forward  presence  requirements.   This  approach  offers  several  advantages.   First, 
it  would  bring  the  U.S.  force  structure  more  in  line  with  the  resources  projected  to  be  available 
for  defense.   Second,  it  would  free  some  resources  for  addressing  the  greatest  and  most  likely 
challenges  to  U.S.  security.   Third,  it  would  provide  the  modern,  capable,  and  ready  force  the 
president  pledged  to  maintain,  a  force  that  is  able  to  address  the  principal  near-term  threat  to 
U.S.  security  —  regional  aggression  —  in  this  period  of  relative  safety.    Fourth,  it  would  give 
DoD  greater  flexibility  in  promoting  the  operational  and  organizational  innovation, 
experimentation,  and  adaptation  necessary  to  a  thorough  review  of  service  roles  and  missions. 
This  will  be  essential  if  the  new  capabilities  emerging  from  the  military  revolution  are  to  be 
developed  in  an  optimal  and  fiscally  responsible  manner  to  reflect  the  challenges  and 
opportunities  of  a  new  era. 


SUMMARY 

A  truly  comprehensive  review  of  service  roles  and"  missions' is  particularly  appropriate 
now.    New  and  very  different  security  challenges,  tight  constraints  on  defense  resources,  and 
the  emerging  military  revolution  demand  it,  and  dramatically  reduced  threat  levels  provide  a 
window  of  opportunity  to  proceed  in  a  thoughtful  manner. 

Tne  potential  exists  to  increase  military  effectiveness  substantially,  while  at  the  same 
time  realizing  significant  savings.   To  proceed  in  a  logical  manner,  however,  requires  a  national 
security  strategy  that  defines  the  American  military's  role  in  the  new  security  environment,  and 
that  allows  the  Defense  Department  to  prioritize  its  mission  requirements.    We  should  discuss 
with  our  allies  how  they  might  assume  primary  responsibility  for  some  missions  for  which  we 
would  like  to  maintain  the  capability  but  which  we  cannot  afford. 

We  also  need  to  identify  the  potentially  new  missions  that  will  come  from  the  military 
revolution,  as  well  as  the  unnecessary  overlaps  and  redundancies  in  service  roles  and  missions. 
Cutting  and  restructuring  at  the  margins  may  be  the  easy  solution;  but  this  risks  perpetuating  a 
defense  program,  as  prescribed  in  the  Administration's  Bottom-Up  Review,  that  will  likely  see 
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the  American  military  fall  into  the  trap  of  many  dominant  military  organizations  through 
history:    that  of  preparing  to  fight  the  last  conflict  more  effectively  rather  than  meeting  the 
challenges  of  a  new  era.    The  most  significant  savings  —  in  terms  of  positioning  the  United 
States  to  sustain  the  most  capable  military  posture  at  the  lowest  price  —  will  only  come  if  we 
take  a  more  comprehensive  look  at  our  future  strategic  requirements,  to  ensure  that  we  arc 
consolidating  around  the  right  roles  and  missions. 

Finally,  time  is  of  the  essence.    We  cannot  afford  to  embark  on  a  flawed  defense 
program  that  consumes  a  quarter  of  a  trillion  dollars  a  year.    We  will  find  it  increasingly 
difficult  to  buy  our  way  out  of  our  mistakes  in  defense  planning.    In  short,  we  are  running  out 
of  money  —  we  shall  have  to  start  to  think. 
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Chairman  Sasser.  Dr.  Snider? 

STATEMENT  OF  DON  M.  SNIDER,  DIRECTOR,  POLITICAL-MHJ- 
TARY  STUDDES  PROGRAM,  CENTER  FOR  STRATEGIC  AND 
INTERNATIONAL  STUDEES 

Dr.  Snider.  Mr.  Chairman,  thank  you. 

Like  my  colleagues,  I  will  submit  my  written  testimony  and  sum- 
marize it  very  briefly,  so  that  we  can  get  to  the  period  of  questions. 

My  testimony  is  in  three  sections.  The  first  is  historical,  and 
since  Senator  Exon  has  already  summarized  a  good  bit  of  what  I 
was  going  to  discuss  in  the  historical  section,  let  me  just  make  one 
concluding  observation. 

That  section  covers  some  research  that  I  have  done  and  pub- 
lished on  decision-making  in  periods  of  national  demobilization.  I 
compare  this  period  today  with  what  we  went  through  in  1947  and 
1948.  There  are  a  number  of  very  striking  similarities  in  the  na- 
ture of  the  decision-making  that  occurred  during  that  period,  and 
what  we  are  doing  today. 

Of  importance  to  this  committee  on  the  subject  of  roles  and  mis- 
sions is  that  the  similarity  in  both  cases,  in  my  judgment,  is  the 
issue  of  roles  and  missions  as  a  legitimate  and  a  necessary  part  of 
that  decision-making;  but  it  is  in  fact  a  very  small  part  of  that  deci- 
sion-making. 

The  second  conclusion  that  I  drew  from  that  research  is  that  the 
far  more  important  decision-making  occurring  in  something  so 
massive  as  a  national  demobilization,  is  the  coherence  between 
three  policies:  foreign,  defense  and  fiscal.  If  there  is  coherence  be- 
tween those  three  policies,  which  there  was  not  from  1947  to  1949, 
then  the  type  of  problem  that  occurred  in  Korea  can  perhaps  best 
be  avoided.  That,  to  me,  is  the  challenge  that  rests  before  both  the 
Congress  and  the  executive,  as  we  proceed  through  the  latter  few 
years  of  this  national  demobilization. 

The  second  part  of  my  testimony  has  to  do  with  the  question  of 
coherence,  is  there  now  coherence  between  the  foreign  policy  of  the 
Clinton  administration  and  the  defense  policy  as  presented  by  Sec- 
retary Perry  before  this  committee  this  morning?  Again,  I  will  state 
my  results  in  a  very  summary  fashion. 
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My  judgment  is  that,  as  of  right  now,  there  is  coherence.  Why 
do  I  make  the  judgment  that  there  is  that  necessary  coherence 
now?  It  is  because  of  the  level  of  warfare  that  is  envisioned  in  the 
defense  program,  which  we  describe  in  our  studies  to  be  a  very  in- 
tensive level  of  war  conducted  very  rapidly,  projecting  power  from 
the  United  States  into  a  wide-ranging  number  of  regions  over  a 
wide-ranging  number  of  scenarios. 

If  that  is  the  demand  that  the  foreign  policy  puts  on  the  defense 
policy,  then  the  criteria  for  evaluating  the  roles  and  missions  alter- 
natives that  are  presented  before  you  here  today,  is,  do  they  con- 
tribute to  that  capability?  In  essence,  this  is  a  new  level  of  warfare 
conducted  at  the  strategic  level  from  the  get-go,  conducted  at  a 
very  high  level  of  intensity. 

It  requires  three  things,  as  Mr.  Perry  has  testified:  a  high  level 
of  readiness,  a  high  level  of  strategic  mobility,  and  maintenance  of 
the  level  of  conventional  superiority  that  we  now  have. 

So  the  question  in  evaluating  the  five  alternatives  presented  by 
Dr.  Reischauer  this  morning  is  how  well  do  they  contribute  to  that. 
Let  me  make  some  individual  comments  on  each  of  the  options  that 
he  presented,  and  then  I  can  conclude  my  testimony  rather  quickly. 

Based  on  the  criteria  I  just  mentioned,  do  these  options  contrib- 
ute to  a  defense  policy  that  is  coherent  to  the  existing  foreign  pol- 
icy, a  defense  policy  that  provides  this  new,  strategic  level  of  war- 
fare. Option  number  five  of  those  that  he  presented,  that  of  in- 
creased reliance  on  Army  theater  missile  defense  systems,  in  my 
judgment  definitely  does  meet  the  criteria  and  should  be  positively 
considered.  However,  in  my  own  judgment,  it  should  not  be  consid- 
ered at  the  total  expense  of  point  defense  systems  by  the  other 
service,  for  the  reasons  that  he  himself  pointed  out — that  the  Navy 
may  project  power  first  and  must  be  able  to  protect  itself  if  it  ar- 
rives in  the  combat  zone  first  and  alone. 

Incidentally,  I  should  say  it  goes  without  saying  for  all  of  the 
support  options,  which  in  his  paper  this  morning  did  not  have  costs 
yet  associated  with  the  options,  any  time  an  efficiency  can  be  cre- 
ated without  diminishing  the  service's  capability  to  train  its  forces, 
that  efficiency  should  be  considered  even  across  service  lines.  And 
I  could  certainly  support  any  of  those  support  options  that  were 
discussed  in  his  paper. 

Let  me  caveat  that  by  saying  I  think  we  all  look  forward  to  see- 
ing the  numbers  associated  with  them,  but  in  their  intent  this  cer- 
tainly moves  in  the  right  direction. 

The  second  combat  option  I  will  comment  on  is  proposal  number 
two  in  their  table,  the  proposal  to  allow  the  Army  to  continue  with 
its  own  close  air  support,  as  opposed  to  it  being  provided  by  the  Air 
Force. 

Again,  as  I  see  the  level  of  war  progressing  in  the  future,  and 
as  I  see  the  current  development  programs  in  the  Department  of 
Defense,  that  option  that  can  be  supported.  However,  again,  I  do 
not  believe  that  it  is  an  option  that  if  adopted,  therefore  allows  the 
capabilities  of  the  tactical  air  forces  to  be  reduced  by  five  wings. 
I  believe  that  is  far  in  excess  of  what  should  be  reduced. 

Chairman  Sasser.  Reduced  by  what,  Dr.  Snider? 

Dr.  Snider.  By  five  wings,  which  is  the  higher  level  of  the  op- 
tions as  presented  in  Dr.  Reischauer's  table. 


298 

Perhaps  the  Air  Force  could  be  reduced  by  the  two  wings  he 
mentioned,  but  even  then  I  would  suggest  that  the  committee  look 
at  some  careful  analysis  as  to  the  qualitative  tradeoffs  of  what  that 
involves. 

The  third  illustrative  option  that  I  would  comment  on  is  in- 
creased reliance  on  Air  Force  power  projection  primarily  through 
strategic  bombing,  and  allowing  consideration  of  further  reduction 
of  Navy  carriers. 

My  first  comment  on  this  option  is  that  we  all  have  to  recognize 
that  this  is  a  50-year  debate  and  it  certainly  is  not  a  debate  that 
resolves  itself  through  a  simple  solution,  because,  in  fact,  this  was 
the  central  issue  of  the  earlier  historical  debate  that  I  alluded  to 
in  1947  versus  1949. 

However,  my  judgment  is  that  the  direction  of  change  indicated 
in  Dr.  Reischauer's  report  is  correct,  and  we  should,  with  one  cave- 
ats, move  in  that  direction.  The  caveat  is,  as  already  pointed  out 
by  Senator  Exon,  that  the  current  bomber  force  is  not  capable  of 
the  massive  amount  of  conventional  power  projection  which  is 
needed  for  the  defense  policy  as  designed. 

Dr.  Perry  is  redirecting,  in  his  words,  the  modernization  program 
to  provide  that  capability  somewhere  within  the  next  4  to  6  years. 
As  that  capability  comes  on  line  and  it  is  apparent  that  the  applied 
technologies  will  work,  then  it  is  time  to  consider  less  reliance  on 
power  projection  by  carriers. 

The  last  option  I  will  comment  on  is  the  option  where  we  would, 
by  Dr.  Reischauer's  words  again,  rely  more  on  Marine  Corps  expe- 
ditionary forces,  allowing  further  reduction  in  Army  light  divisions 
and,  in  effect,  assign  the  Marines  primary  responsibility  for  the 
provision  of  contingency  forces. 

My  judgment  here,  Mr.  Chairman,  is  that  that  option  should  be 
rejected  for  two  very  straightforward  reasons.  The  defense  policy 
envisioned  to  support  the  Clinton  foreign  policy  simply  covers  too 
many  regions  and  scenarios  at  too  wide  variation  in  intensities  to 
rely  for  the  bulk  of  the  rapid  contingency  forces  on  a  three-division 
marine  force  that  is  usually  at  last  one-third  to  one-half  employed 
around  the  world.  That  simply  is  not  enough  capability  to  respond 
in  a  contingent  manner,  as  the  current  strategy  requires  in  support 
of  Clinton  administration  foreign  policy. 

Second,  there  are  inherent  limitations  in  Marine  forces,  both  by 
design  and  by  intention,  and  both  as  to  the  limits  beyond  their  sea 
lines  of  communication  will  allow  them  progress  inland,  and  to  the 
duration  of  time  that  they  can  be  sustained  from  the  sea.  Both  of 
those  limits  appear  to  me  to  be  at  severe  odds  with  the  kind  of  con- 
tingent warfare  envisioned  by  the  current  defense  policy. 

My  last  comment  on  force  options  is  that  I  am  a  bit  surprised 
with  what  the  Congressional  Budget  Office  did  not  consider  within 
their  own  definition  of  redundancy.  The  third  element  which  might 
be  considered  redundant  in  conventional  land  force  capability,  is 
the  conventional  land  force  capability  that  still  resides  in  Reserve 
component  forces  (in  addition  to  light  Army  active  forces  and  Ma- 
rine forces).  These  Army  Reserves  and  National  Guard  forces  in- 
clude around  22  brigades,  or  100,000  man-spaces  worth  of  land 
combat  power,  which  I  would  think  would  have  to  be  considered  as 
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a  third  option  in  any  analysis  that  was  done  on  conventional  land 
combat  forces. 

Finally,  this  last  example  I  have  commented  on,  the  issue  of 
tradeoff  between  the  Army  and  Marines,  to  me  exemplifies  a  prin- 
ciple that  the  committee  should  keep  in  mind,  when  considering 
redundancies  among  roles  and  missions,  and  it  is  a  principle  that 
I  would  like  to  leave  with  the  committee  in  the  form  of  a  baseball 
analogy. 

A  very  conscious  general  manager  of  a  baseball  team  might  view 
a  shortstop  and  a  second  baseman  as  redundant,  since  on  the  field 
they  both  exhibit  very  similar  characteristics.  In  defense,  they  both 
hustle  for  grounders  and  they  sprint  for  fly  balls,  they  throw  quick- 
ly and  accurately  and  both  make  that  complicated  pivot  at  second 
base  to  make  the  double-play.  In  offense,  they  both  get  on  base  a 
lot,  they  do  not  hit  for  long  distance,  and  they  have  high  stats  for 
stealing.  And  on  some  days,  the  general  manager  would  look  out 
and  find  his  field  manager  even  taking  the  shortstop  or  the  second 
baseman  and  putting  them  on  the  same  side  of  second  base,  seem- 
ingly making  the  redundancy  100  percent  perfect. 

This  general  manager  might  conclude,  if  he  were  given  a  tight 
salary  schedule  and  if  he  had  a  cap  on  how  much  money  he  could 
spend,  that  he  would  only  hire  one  of  those  redundant  players  for 
the  next  season,  telling  his  field  manager,  in  effect,  "Well,  you  use 
him  on  whichever  side  of  second  base  you  think  is  best."  But  in  so 
doing,  he  would  be  forgetting  that  in  all  games  it  is  necessary  to 
cover  the  full  distance  from  first  to  third. 

That  is  the  problem  that  I  am  pointing  out  that  the  committee 
needs  to  keep  their  eye  on.  There  are  a  wide  range  of  regions  out 
there  and  a  wide  range  of  contingencies.  And  before  a  decision  is 
taken  that  something  is  truly  redundant,  it  would  have  to  be  very 
carefully  analyzed  that,  in  terms  of  the  baseball  analogy,  we  are 
not  about  to  enter  the  field  with  an  8-man  team. 

That  concludes  my  testimony,  Mr.  Chairman,  and  I  will  be  happy 
to  respond  to  questions. 

Chairman  Sasser.  Thank  you  very  much,  Dr.  Snider. 

[The  prepared  statement  of  Dr.  Snider  follows:] 
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INTRODUCTION 

I  appreciate  the  opportunity  to  appear  before  you  this 
afternoon  to  offer  some  thoughts  on  the  FY95-99  defense  program 
and  the  bottom-up  review  force  (BUR) ,  its  af f ordability ,  and  the 
possibility  of  realizing  some  budgetary  savings  through  changes 
to  existing  assignment  of  roles  and  functions  to  the  respective 
Services. 

Other  members  of  this  panel  have  focused  more  on  the  details 
of  the  BUR  and  its  af fordability.   My  remarks  will  be  weighted 
more  in  the  direction  of  the  third  issue  —  the  rationale  for 
further  changes  in  the  military  Service's  roles  and  missions. 
And  in  doing  so,  I  will  focus  on  three  topics  in  turn:   (1)  an 
historic  context  from  which  current  discussions  of  defense 
demobilizations  are  based;  (2)  the  more  recent  context  of  the 
past  two  years  in  which  the  Clinton  Administration  has  related 
defense  needs  to  its  approach  to  foreign  policy;  and,  (3)  drawing 
from  both  of  these  some  observations  on  the  advisability  of 
potential  changes  to  the  roles  and  functions  of  the  Services. 

I.   HISTORICAL  CONTEXT 

Mr.  Reischauer's  earlier  testimony  today  suggests  that  the 
"roles  and  missions"  debate  today  has  been  "rekindled"  by  two 
reviews  in  the  past  two  years  concerning  the  way  the  Department 
of  Defense  allots  its  responsibilities  and  resources  —  one 
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presented  by  Senator  Nunn  in  a  floor  speech  in  July  1992  and  the 
second  by  the  Chairman  of  the  JCS  in  his  Report  (under  the  1986 
Goldwater-Nichols  legislation)  of  February  1993. 

From  a  longer  historical  context,  however,  I  would  suggest 
instead  that  the  debate  has,  in  fact,  been  "rekindled"  for  the 
same  reason  as  the  last  time  this  nation  debated  this  topic, 
which  was  in  1946-1950.   It  has  been  "rekindled"  because  the 
nation  is  going  through  a  massive  demobilization  of  military 
capabilities  after  successfully  waging  a  prolonged,  global  war. 
I  use  the  word  "demobilization"  intentionally. 

In  his  recent  testimonies  on  the  FY95-99  defense  program 
and  BUR,  Secretary  Perry  has  noted  that  with  the 
implementation  of  the  FY95  defense  budget  the  military  will 
have  completed,  over  the  course  of  three  administrations, 
80%  of  the  planned  "drawdown"  (measure  in  total  active 
manpower  from  a  base  of  FY85) .   He  noted  also  that  when  the 
BUR  force  is  fully  implemented  by  FY99,  Army  divisions  will 
have  been  reduced  by  45%,  Navy  battle  force  ships  by  37%, 
attack/ fighter  aircraft  by  40%,  and  some  300  major  and  minor 
installations  already  slated  for  closure  or  realignment  will 
be  joined  by  another  significant  number  just  next  year. 

-  While  the  defense  demobilization  (FY90-99)  will  have 
resulted  in  a  cumulative  3  5%  real  reduction  in  national 
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resources  allocated  to  defense,  national  spending  on 
mandatory  social  programs  and  domestic  discretionary 
programs  will  have  increased  in  real  terms  by  38%  and  12% 
respectively.   By  FY99  the  share  of  national  GDP  going  to 
defense  will  be  below  3%,  a  return  to  the  levels  of  pre- 
World  War  II.   Thus  we  are  debating  aspects  of  a  true 
military  demobilization  and  realignment  of  spending 
priorities. 

Demobilization  is  taking  place,  in  fact,  even  though  we 
remain  close  to  real  budget  levels  that  are  historically  the 
average  of  the  Cold  War.   This  is  true  for  two  reasons. 
First,  the  cost  structure  for  the  modern  United  States 
military  is  different  from  that  of  the  past  due  to  its  all- 
volunteer  character  and  to  the  continuing  investments  in 
advanced  technologies.   Second,  the  current  force  that  is 
projected  for  the  BUR  is  seriously  underfunded.   With  the 
possible  exception  of  further  reductions  in  support 
infrastructure,  all  the  slack  by  which  the  system  maintained 
itself  has  been  squeezed  out.   In  other  words,  we  have  gone 
from  cutting  fat  to  sawing  away  at  muscle  and  bone.   And 
that  constitutes,  in  my  mind,  effective  demobilization. 

My  own  research  of  these  two  instances  of  American  military 
demobilization,  1946-49  and  1986-to  the  present,  shows  that  both 
manifest,  even  though  separated  by  over  four  decades,  striking 
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similarities  with  respect  to  the  major  decisions,  the 
environments  within  which  they  were  taken,  and  the  rationales 
behind  them: 

1.  In  both  cases  the  national  perception  of  any  external 
threat  to  the  nation's  security  evaporated  rapidly  and  with 
a  remarkably  widespread  consensus.   In  1946-47  the  true 
nature  of  the  Soviet  threat  was  not  yet  seen.   The  same 
disbelief  in  the  potential  rise  of  new  hegemonic  powers  has 
existed  in  this  country  since  1989  or  1990,  at  least  until 
the  most  recent  turn  of  events  in  Russia. 

2.  In  both  cases  the  single  factor  that  most  influenced  the 
principle  decision-makers  of  both  the  executive  and 
legislative  branches  was  the  state  of  the  domestic  economy. 
In  1948  the  term  "gridlock"  was  not  yet  in  vogue,  but  the 
Republican  Congress  did  pass  a  broad  tax  reduction  over  the 
veto  of  President  Truman.   In  1992,  the  phrase  "it's  the 
economy,  stupid"  accurately  reflected  the  dominant  causal 
factor  in  the  Democratic  victory,  and  in  its  subsequent 
legislative  program  up  to  and  including  these  hearings. 

And  even  more  important  for  these  hearings,  in  both 
cases  the  prevailing  beliefs  about  the  real  needs  of 
the  United  States  economy,  its  resilience,  and 
underlying  weaknesses  proved  to  be  significantly 
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overstated,  thus  impeding  searches  for  alternative 
solutions  to  the  economic  issues  other  than  even  more 
rapid  and  massive  military  demobilization. 

3.  In  both  cases,  there  was  a  lack  of  consensus  on 
appropriate  strategic  military  doctrines  for  the  future, 
and,  in  the  former  case  at  least,  the  debates  over 
applications  of  doctrines  that  had  won  the  last  war  proved 
to  be  disastrously  misleading.   Today  the  strategic 
ambiguity  in  the  external  environment  continues  to  foster  an 
interregnum  in  strategic  conceptualizations  for  the  next 
major  conflict,  a  condition  that  may  well  be  reflective  of 
the  earlier  demobilization. 

4.  In  both  cases,  but  to  a  lesser  degree  in  the  current 
demobilization,  the  institutions  and  organizations  of 
government  responsible  for  the  successful  conduct  of  the  war 
were  undergoing  rapid  change  —  in  the  immediate  post-war 
era,  these  changes  include  the  National  Security  Act  in 
1947,  a  new  Department  of  Defense,  the  creation  of  national 
intelligence  communities,  etc.   In  the  present  post-Cold  War 
era,  the  changes  center  around  the  U.S.  unified  command 
structure  —  changed  in  1988  (new  USTRANSCOM  and  USSPACECOM) 
and  again  in  1993  (new  USSTRATCOM  for  all  nuclear 
capabilities,  new  role  for  USLANTCOM  as  single  unified 
command  responsible  for  training  and  deployment  of  all 
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CONUS-based  joint  forces) . 

5.   Lastly,  to  the  point  of  today's  testimony,  in  both 
periods,  because  of  the  aspects  of  military  demobilization 
already  mentioned  as  well  as  many  not  mentioned,  the  roles 
and  functions  of  the  Services  were,  correctly,  under 
scrutiny.   The  first  point  to  be  concluded,  however,  is  that 
they  were  but  one  factor,  and  a  small  one  at  that,  in  the 
constellation  of  issues  and  decisions  that  comprise  so 
massive  an  undertaking. 

And,  in  my  judgement,  changes  in  Services  roles  and  missions 
should  be  kept  in  exactly  that  context  in  the  current  debate  — 
important,  but  overall  quite  small  and  inconsequential.   Far  more 
important  in  both  of  these  demobilizations  is  the  coherence 
between,  and  the  political  consensus  behind,  the  three  macro- 
security  policies  for  which  the  Congress  and  the  Executive  are 
responsible  — foreign  policy,  defense  policy,  and  fiscal  policy. 

Most  important,  it  must  be  kept  in  mind,  as  I  am  sure  that 
the  members  of  the  Committee  will  recall,  that  the  decisions 
taken  during  the  earlier  of  these  two  demobilizations  proved  to 
be,  in  fact,  disastrous.   Aptly  described  by  historians  as 
providing  "too  little  resources  for  the  wrong  kind  of  world"  the 
decisions  in  1948  and  1949  led,  at  a  very  high  price  in  American 
blood,  to  our  nation's  unprepared  participation  in  the  Korean 
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War,  the  galvanizing  event  that  finally  caused  a  coherence 
between  the  three  policies  just  mentioned  —  foreign,  defense  and 
fiscal.   It  is  the  avoidance  of  just  such  a  repeated  disaster 
that  should  now  cause  unhurried,  comprehensive  consideration  by 
both  branches  of  government  before  further  decisions  are  taken 
during  the  final  years  of  this  demobilization. 

II,,    FOREIGN  AND  DEFENSE  POLICIES 

Since  the  BUR  was  undertaken  without  the  benefit  of  the 
subsequent  eighteen  months  of  thinking  and  experience  that  has 
filled  out,  at  least  to  some  degree,  our  understanding  of  the 
Clinton  Administration's  foreign  policy,  the  coherence  between 
the  two  is  not  as  clear  as  one  would  desire.   We  cannot  take 
decisions  on  roles  and  functions  unless  we  understand  their 
implications  on  this  necessary  coherence. 

From  the  Administration's  statements,  speeches  and  actions, 
it  appears  that  the  U.S.  foreign  policy  of  "containment"  is  now 
replaced  by  one  of  "enlargement"  which  tends  to  have  three 
central  tenants:  (1)  domestic  prosperity  is  the  key  to  democratic 
reform  which  is  in  turn  the  guarantor  of  international  peace  (and 
this  is  as  true  for  the  United  States  as  for  any  other  state) , 
(2)  the  United  States  should  not  merely  encourage  peoples  and 
states  to  adopt  democratic  forms  of  government  and  the  principles 
of  free  market  economics,  but  it  should  become  an  active 
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participant  in  the  establishment  of  those  governments  and 
economies  in  states  which  in  the  past,  individually  or 
collectively,  posed  a  threat  to  the  United  States  or  its  friends 
and  allies,  and  (3)  the  United  States  should  assist  budding 
democracies  against  external  challenges  to  their  development. 

Of  importance  to  this  discussion  is  the  change  in  character 
between  the  two  strategies.   Containment  was  by  and  large 
defensive  and  reactive  to  the  initiative  of  those  whose 
influences  were  to  be  "contained".   The  new  foreign  policy  is 
more  "interventionist,"  tending  to  reinvent  government  not  only 
in  America  but  also  in  those  "states  of  special  significance  and 
opportunity"  (defined  by  Tony  Lake  as  "states  that  effect  our 
strategic  interests,  such  as  those  with  large  economies,  critical 
locations,  nuclear  weapons  or  the  potential  to  generate  large 
refugee  flows  into  our  own  nation  or  into  key  friends  or 
allies") .   Further  elaboration  by  Administration  officials,  and 
by  the  President  personally,  indicated  that  there  are  limits  to 
the  degree  to  which  America  will  be  engaged  internationally  with 
priority  going  to  our  own  national  interests  and  concentration  on 
those  efforts  where  U.S.  influence  can  be  decisive  —  "I  still 
believe  we  have  heavy  responsibilities  and  great  opportunities 
and  that  we  ought  to  be  aggressively  engaged  in  the  world.   But  I 
also  think  it's  self-evident  that  we,  number  one,  can't  solve  all 
of  the  problems;  and,  number  two,  once  we  decide  to  pursue  a 
solution  in  partnership  with  other  nations,  then  we  can't  always 
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expect  them  to  do  just  what  we  want."   Lastly,  Secretary 
Christopher's  careful  statement  before  the  Senate  Foreign 
Relations  Committee  last  November  further  reinforced  the 
Administration's  intent  to  be  globally  engaged  "updating  our  key 
security  alliances,"  working  to  "reach  out  to  former  adversaries 
to  transform  them  into  partners",  making  every  effort  to  contain 
and  resolve  regional  conflicts,  particularly  where  the  threat  of 
expansion  or  the  risk  of  proliferation  poses  a  very  direct  danger 
to  the  United  States." 

Given  this  understanding  of  the  Clinton  foreign  policy,  the 
relevant  question  is  whether  it  is  supported  by  the  BUR  force, 
which  was  designed  before  the  foreign  policy  had  evolved,  and  by 
the  more  recent  FY95-99  defense  submission?   More  specifically, 
are  the  two  policies,  foreign  and  defense,  coherent  in  their 
views  of  the  world  and  America's  role  in  it?   My  judgement  is 
that  they  are,  even  though  a  clear  articulation  of  that  has  not 
often  been  made  by  the  Administration. 

This  judgement  is  based  primarily  on  the  capabilities 
designed  into  the  conventional  forces  of  the  BUR — the  ability  to 
project  military  power  over  long  distances  from  the  CONUS  into 
regions  important  to  the  United  States  to  address  a  wide  range  of 
possible  scenarios.   In  order  to  perform  this  task,  the  forces 
require:   the  maintenance  of  very  high  states  of  readiness, 
strategic  mobility  and  technological  superiority  in  conventional 
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warfighting  —  the  ability  to  strike  with  devastating  effect  from 
the  beginning  of  an  engagement.   This  conventional  superiority 
(maintained  in  the  BUR  force  by  what  Secretary  Perry  calls  a 
"redirected"  modernization  program  designed  for  "enhancements" 
and  "supporting  capabilities") ,  coupled  with  the  robustness  of 
the  force  and  its  capabilities  for  speed  and  shock  in  combat 
strikes  will  create  the  likelihood  that  regional  wars  will  be 
limited  in  duration  and  scope,  if  not  in  intensity.   The  chief 
virtues  of  this  force  from  the  perspective  of  current  U.S. 
foreign  policy  are:   that  it  will  allow  the  United  States  to  cast 
a  shadow  over  potential  regional  threats  to  deter  attacks  on  our 
friends,  allies  and  vital  interests;  that  it  enables  the  United 
States  to  provide  significant  assistance  to  regional  allies 
without  having  to  take  on  the  primary  burden  for  their  defense; 
and,  that  it  enables  us  to  address  the  broad  range  of  possible 
contingencies,  from  Bosnia  to  North  Korea,  Southwest  Asia  to 
Panama  as  dictated  by  our  foreign  policy.   Thus  what  the  BUR 
envisions  is  operating  at  the  strategic  level  of  war  —  long- 
range,  intense  ,>  contlqugus  combat  aimed  from  the  outset  at 
imposing  on  the  enemy  the  necessity  to  fight  on  terms  favorable 
only  to  the  United  States.   From  our  analysis  this  is  the  key  to 
the  importance  of  the  BUR  and  provides  its  coherence  with  the 
emerging  Clinton  foreign  policy. 

Also  important  to  this  judgement,  though  to  a  lesser  degree, 
were  a  number  of  other  factors.   One  is  the  immense  reduction  of 
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U.S.  presence  overseas,  retaining  only  the  necessary  levels  in 
Europe  and  in  the  Far  East  to  make  credible  our  commitments  in 
regions  of  vital  interests.   A  second  is  the  designed  capability 
to  "win  in  two  nearly-simultaneous  major  regional  conflicts  at 
once."   Given  that  the  number  of  contingencies  for  which  to  size 
the  conventional  force  at  any  point  in  time  is  determined  by  the 
reality  of  then-current  international  affairs,  the  current 
strategic  ambiguity  in  Russia,  the  Middle  East  and  in  northeast 
Asia  warrant  such  sizing  for  the  present. 

III.   ROLES  AND  FUNCTIONS  OPTIONS 

The  CBO  testimony  provided  for  this  hearing  (Robert 
Reischauer,  9  March  1994)  presents  an  interesting  set  of  options 
for  reconfiguring  Service  "roles  and  missions."   Those  options 
relating  to  consolidations  in  support  functions  not  directly 
related  to  combat  capabilities  should,  of  course,  be  considered 
at  any  time  that  true  efficiencies  can  be  gained  without  loss  of 
effectiveness  in  providing  the  particular  support  function- 
As  noted  earlier  in  historical  context,  changes  in  combat 
roles  and  functions  are  a  legitimate,  but  small  part  of  the 
decisionmaking  for  military  demobilizations  such  as  the  nation  is 
undergoing.   Given  the  coherence  I  judge  to  be  present  between 
the  Clinton  foreign  policy  and  the  capabilities  now  designed  into 
the  BUR  force,  the  major  rationale  for  considering  such  changes 

11 


312 


should  be  their  positive  impact  on  the  ability  of  the  force  to  do 
that  which  it  is  designed  to  do  in  the  future  (versus  the  past)- 
-  project  power  rapidly  into  regions  of  U.S.  interests  and  to 
fight  intensely  at  the  strategic-level  of  warfare. 

Among  the  more  attractive  of  those  options  presented  in 
Table  3  are  those  that  make  this  needed  contribution  to  a  new 
lev,el  of  warfare  while  continuing  the  trend  to  define  more 
narrowly  the  contributions  of  each  Service  to  the  joint 
warfighting  effort.   In  the  case  of  the  Army  this  includes  the 
illustrative  option  to  increase  the  reliance  on  Army  systems  for 
TMD,  but  not  at  the  expense  of  eliminating  totally  the  efforts  of 
each  Service  to  provide  the  requisite  force  protection  when  not 
operating  within  the  scope  of  the  land-based,  area  TMD  system.   I 
also  find  attractive  the  illustrative  option  of  eventually  making 
the  Army  responsible  for  its  own  close  air  support,  but  disagree 
strongly  that  this  would  automatically  mean  that  Air  Force 
tactical  air  capability  can  be  eliminated  in  large  numbers.   The 
lower  alternative  of  reducing  the  tactical  air  forces  by  two 
wings  seems  much  more  reasonable,  but  even  that  needs  detailed 
analysis  of  the  tradeoffs  involved. 

Among  the  illustrative  options  presented  by  the  CBO 
analysis,  the  largest  in  terms  of  resource  savings  is  to  rely 
more  on  Air  Force  bombers  for  power  projection,  thus  allowing 
consideration  of  further  reductions  in  Navy  carriers.   This  fifty 
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year  old  debate  on  how  best  to  project  power,  and  in  what  form, 
is  simply  not  amenable  to  easy  solutions  since  much  of  it  is 
theoretical  rather  than  actual.   Today  the  capability  to  project 
power  by  air  in  the  magnitudes  envisioned  by  the  new  defense 
policy  simply  does  not  exist  in  the  bomber  force  or  in  their 
associated  munitions,  aerial  refueling  capabilities,  etc. 
Further,  additional  reductions  of  carriers  means  the  loss  of 
capabilities  other  than  power  projection  such  as  diplomatic  and 
political  signalling,  sea  control,  and  the  protection  of  sea 
lines  of  communication  —  capabilities  for  which  there  are,  and 
likely  will  continue  to  be  for  some  time,  a  real  need  under  the 
evolving  defense  strategy.   Thus,  the  issue,  like  so  many  within 
the  nature  of  warfare,  is  clearly  not  one  of  "either-or, "  but  one 
of  how  much  and  at  what  balance.   The  direction  of  change 
indicated  in  the  design  of  the  illustrative  option  is  correct, 
and  I  believe  that  as  the  technological  capabilities  are 
developed  to  better  effect  conventional  power  projection  by  air, 
further  reductions  in  the  number  of  carriers  is  possible. 

Third  is  the  illustrative  option  presented  by  the  CBO 
dealing  with  forces  for  land  warfare  —  to  rely  more  on  the 
Marine  Corps  for  "expeditionary"  forces,  thereby  allowing 
reductions  in  Army  light  divisions,  and  in  effect  to  "assign  the 
Marines  primary  responsibility  for  the  provision  of  contingency 
forces."   This  option  should  be  rejected,  primarily  because  the 
major  regional  contingencies  for  which  U.S.  forces  will  likely 
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have  to  respond  (and  on  which  the  BUR  analysis  was  based)  vastly 
exceed  the  capabilities  of  the  three  division  Marine  force  and 
are  located  in  regions  not  always  accessible  to  an  amphibious 
force  inherently  designed  and  equipped  for  power  projection  and 
sustainability  only  at  limited  distances  from  the  sea  and  its 
naval  support  base.   Such  a  conclusion  does  not  mean  that  the 
Marines,  as  now  constituted,  are  not  necessary  to  the  future 
defense  strategy  in  their  designed  role  and  functions,  nor  that 
Army  light  divisions,  while  essential  to  the  same  strategy, 
should  not  be  further  reviewed  in  number  as  stated  in  the  last 
Chairman's  report.   Quite  to  the  contrary,  they  should  be,  and, 
in  fact  are. 

Finally,  what  is  more  surprising  about  the  land  force 
options,  however,  is  the  one  that  is  not  listed  —  the 
elimination  of  reserve  land  combat  capabilities  in  excess  of  the 
fifteen  brigades  called  for  in  the  Administration's  analysis. 
This  may  well  be  a  case,  based  on  the  needs  of  the  evolving 
defense  strategy  of  a  portion  of  traditional  defense  capabilities 
that  no  longer  have  a  national  warfighting  role. 

CONCLUSION 

In  closing,  this  third  example  of  a  tradeoff  between  Army 
and  Marine  land  forces  recalls  a  principle  for  viewing  the 
"redundancies"  within  Service  roles  and  functions  that  should  be 
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restated,  and  which  I  will  do  by  a  baseball  analogy. 

A  very  cost  conscious  general  manager  might  view  a  shortstop 
and  a  second  baseman  as  "redundant"  to  his  team  since  they 
exhibit  on  the  field  very  similar  characteristics  —  in  defense 
they  both  hustle  grounders,  sprint  for  short  fly  balls,  throw 
quickly  and  accurately,  and  both  make  the  complicated  pivot  at 
second  base  to  effect  the  double  play.   On  offense,  they  both  get 
on  base  a  lot,  but  more  with  singles  than  extra  base  hits  and 
they  both  tend  to  be  excellent  base  runners  with  high  stats  for 
stolen  bases.   Some  field  managers  even  employ  these  players,  in 
certain  defenses,  on  the  same  side  of  second  base,  making  their 
"redundancy"  seemingly  one-hundred  percent. 

Such  a  general  manager  might  well  conclude,  given  a  salary 
cap  and  tight  resources,  that  he  would  purchase  the  services  of 
just  one  of  these  "redundant"  players  for  the  next  season, 
telling  his  field  manager  in  effect  to  "use  him  on  whichever  side 
of  second  base  that  you  want."   Forgetting  that  in  all  games  the 
full  distance  between  first  and  third  must  be  covered,  would  be  a 
fatal  error  for  any  baseball  team,  particularly  one  that  intended 
to  win  when  it  took  the  field.   Another  option  would  be  to  shrink 
the  field  of  play  to  make  a  different  game  entirely.   But  the 
general  manager  cannot  individually  chose  to  do  that,  and  the 
rules  of  this  game  do  not  allow  a  team  to  take  the  field  with 
only  eight  players. 
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In  my  view,  the  same  principle  holds  true  in  Service  roles 
and  functions,  and  the  BUR  force  as  now  designed  seems  to  me  to 
cover  the  required  distance  between  first  and  third  base  —  the 
necessary  range  of  regions  and  range  of  scenarios  —  without 
excessive  redundancies  that  need  to  be  addressed  this  year.   As 
the  strategic  situation  clarifies,  and  particularly  as  Secretary 
Pesry's  redirected  modernization  program  yields  results  in 
applied  military  technologies  in  the  combat  forces,  and  as  the 
Congresses'  own  Commission  on  Roles  and  Missions  reports  out  its 
findings  next  year,  likely  along  with  those  of  the  new  Chairman 
and  new  Joint  Chiefs,  will  it  be  soon  enough  to  consider  again 
carefully  and  comprehensively  further  major  changes  to  Service 
combat  roles  and  functions.   In  my  judgement  that  places  the  next 
decision  point  in  the  latter  years  of  the  current  FYDP. 

I  thank  you  for  your  time  and  consideration  of  these 
thoughts . 
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Chairman  Sasser.  Why  don't  I  turn  to  Senator  Exon  for  his 
questions  at  this  point. 

Senator  Exon.  Thank  you  very  much,  Mr.  Chairman. 

I  will  start  with  you,  Dr.  Steinbruner.  I  believe  I  heard  you  say 
that  the  two-war,  two  regional  conflict  I  guess  is  the  word  that  the 
bottom-up  review  focused  on,  provided  no  help  from  our  allies  in 
either  one  of  the  imagined  scenarios  that  are  used  to  build  up  the 
reason  behind  force  structure  and  their  roles  and  missions.  Is  that 
what  you  said? 

Dr.  Steinbruner.  As  I  understand  it,  as  it  was  published,  the 
assumption  used  to  test  forces  assumed  that  we  would  get  con- 
tribution from  local  allies,  so  in  Korea  the  South  Koreans  would  ob- 
viously be  with  us,  but  the  Europeans  would  not. 

Senator  Exon.  What  about  a  Desert  Storm  type  of  conflict 

Dr.  Steinbruner.  Well,  the  analysis  suggests  that  in  testing  the 
regional  scenarios,  that  we  were  doing  it  on  our  own  this  time. 

Senator  Exon.  Well,  that  is  not  my  understanding  of  it,  and  I 
just  wanted  to  correct  that  for  the  record.  My  understanding  of  it 
is — and  maybe  I  could  stand  corrected — that  as  far  as  a  war  in  the 
Korean  Peninsular,  that  we  would  only  directly  count  on,  although 
we  could  have  some  help  from  some  other  allies,  we  would  only 
have  the  ROK  forces  with  us,  but  that  the  scenario  for  another 
Gulf  war  would  be  all  on  our  own. 
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It  seems  to  me  that,  if  we  get  back  to  the  world  policeman  and 
the  world  fireman  proposition  that  Mr.  Krepinevich  referred  to,  it 
seems  to  me  that  what  we  are  trying  to  do  with  this  concept  of  the 
bottom-up  review  is  to  have  the  minimum  force  that  we  think  is 
necessary  to  protect  us  in  all  scenarios.  There  are  other  deviations 
from  that  scenario  that  we  might  be  forced  to  look  at,  if  we  go 
below  the  budget  recommended  by  the  President  for  national  de- 
fense, maybe  other  scenarios  that  would  have  to  look  at  even  if  we 
do  not  go  below  it,  to  follow  on  what  Dr.  Snider  pointed  out. 

I  would  simply  say  that  if  there  is  a  shortcoming  to  all  of  this 
scenario,  it  is  that  I  would  see,  while  we  might  take  unilateral  ac- 
tion, it  would  seem  to  me  that  the  wars  that  we  might  be  involved 
in,  with  the  possible  exception  of  a  war  in  the  Korean  Peninsular, 
would  be  as  part  of  a  United  Nations  force  or  other  nations  would 
be  contributing.  And  I  would  think  that  would  particularly  be  true, 
if  we  were  called  upon  to  fight  another  Gulf  War,  which  probably 
was  the  best  lesson  yet  as  to  what  we  can  do  when  U.N.  forces  get 
together.  And  to  some  extent  we  have  seen  that  beginning  to  hap- 
pen with  regard  to  the  problems  in  Bosnia. 

With  regard  to  the  statement  of  a  world  policeman  and  world 
fireman,  I  do  not  know.  We  are  the  only  super  power  in  the  world 
today.  I  do  not  think  that  we  can  ignore  what  is  going  on  around 
the  world,  but  I  too,  Mr.  Krepinevich,  have  questioned  what  our 
status  and  role  will  be  with  regard  to  the  United  Nations. 

It  seems  to  me  that  the  United  Nations  forever  is  developing  a 
consensus  that  we  will  see  if  we  can  work  this  out,  if  not,  we  will 
call  in  our  policeman,  who  will  call  in  other  policemen  and  we  will 
get  to  the  bottom  of  this. 

I  would  hope  and  I  would  think — and  that  is  why  I  have  been 
lecturing  our  European  friends  with  regard  to  our  becoming  in- 
volved in  ground  forces  that  they  want  in  Bosnia.  I  have  said  the 
only  remaining  super  power  should  not,  in  my  view,  become  in- 
volved in  every  situation  everywhere  around  the  world,  because  if 
you  do,  you  get  the  big  bully  on  the  block  syndrome  going  that  I 
think  is  very  harmful  to  us.  So  I  think  maybe  we  should  be  not  a 
policeman,  but  more  in  the  role  of  a  detective,  if  you  will,  to  find 
out  what  is  going  on  with  our  intelligence  sources. 

Dr.  Snider,  I  thought  you  made  some  awfully  good  points,  and  I 
agree  with  much  of  what  you  have  said.  I  just  think  we  have  to 
keep  working  together  on  what  we  could  do  better  in  this  whole  se- 
curity area.  I  happen  to  believe  that  while  some  people  would  like 
to  cut  significantly  into  our  nuclear  forces,  our  Trident  submarine, 
boy,  they  are  a  tremendous  deterrent  to  some  around  the  world 
that  might  start  throwing  nuclear  devices  around.  That  is  why  I 
worry  and  have  worried  for  some  time  about  becoming  embroiled 
directly  or  indirectly  or  by  accident  in  some  kind  of  a  nuclear  ex- 
change that  I  worry  about  might  start  a  war  between  India  and 
Pakistan. 

I  worry  more  about  Third  World  countries  starting  to  use  nuclear 
devices,  either  on  the  battlefield  or  through  some  kind  of  rockets 
or  ICBM's,  than  I  do  big  super  powers,  just  from  the  standpoint 
that  they  decide  to  win  a  war  and  get  it  over  with  quickly.  Well, 
some  madman  could  structure  a  scenario  that  this  is  the  way  to  do 
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it.  That  is  why  we  need  to  keep  up  our  nuclear  deterrent,  although 
I  think  we  have  made  some  significant  savings  in  those  areas. 

I  just  want  to  thank  the  members  of  the  panel.  I  think  you  have 
given  us  some  very  interesting  perspectives.  I  will  be  looking 
through  your  statements. 

I  would  say,  Mr.  Chairman,  that  the  fact  that  you  have  taken  the 
time  and  effort  to  call  these  expert  witnesses  to  give  us  their  coun- 
sel and  advice,  it  is  helpful  to  us,  not  only  in  our  responsibilities 
here  in  the  Budget  Committee  but  over  in  Armed  Services. 

I  do  not  have  any  further  questions,  except  to  say  that  I  thank 
you  for  coming  here  today,  and  you  have  been  helpful. 

Chairman  Sasser.  Thank  you,  Senator  Exon. 

I  have  got  questions  for  all  members  of  the  panel  here,  and  I 
want  to  direct  this  question  to  you,  Dr.  Steinbruner  and  Mr. 
Krepinevich. 

As  I  understand  the  bottom-up  review,  the  end  result  is  going  to 
be  economies  in  the  defense  establishment,  but  at  the  same  time 
we  are  going  to  retain  the  capability  to  fight  what  in  essence  is  a 
two-front  war  or  two  major  regional  conflicts  simultaneously,  is 
that  correct? 

Mr.  Krepinevich.  Yes,  Senator,  that  is  correct. 

Chairman  Sasser.  I  think  we  could  agree  on  that. 

Frankly,  to  fight  two  major  regional  conflicts  without  allies.  In 
other  words,  we  are  planning  on  going  it  alone  on  two  fronts  all 
by  ourselves  with  this  bottom-up  review,  as  I  understand  it.  We  are 
going  to  retain  that  capability. 

We  are  retaining  that  capability  in  face  of  the  fact  that  American 
public  opinion  has  shown  consistently  since  World  War  II  that  it 
is  not  going  to  support  any  type  of  sustained  military  engagement 
over  a  long  period  of  time.  In  other  words,  I  am  not  only  concerned 
about  the  very  substantial  force  that  we  build  up,  but  also  whether 
American  public  opinion  will  allow  us  to  use  it? 

We  were  allowed  to  use  it  in  the  Persian  Gulf  area,  but  only 
briefly  and  only  with  relatively  light  casualties.  If  the  body  bags 
had  started  coming  back  from  there  in  large  numbers  on  all  three 
networks  every  night,  I  do  not  think  that  war  would  have  lasted 
very  long,  if  the  Iraqis  had  put  up  resistance  that  had  gone  on  for 
month  after  month  after  month. 

So  I  am  concerned,  frankly,  about  trying  to  get  some  economies 
in  a  military  establishment  which  I  think  may  be  useful  for  deter- 
rence. I  have  greater  concern  about  whether  or  not  it  has  any  util- 
ity over  the  long  haul  other  than  deterrence,  and  maybe  that  is 
enough.  But  I  just  think  in  this  day  of  color  television  and  CNN, 
that  you  may  not  see  any  very  substantial  military  engagements  in 
which  there  is  substantial  bloodshed. 

Now,  we  have  discussed  the  world  as  we  found  it  in  1948,  when 
there  was  a  precipitous  demobilization  of  United  States  military 
forces.  But  we  have  a  different  culture  today  from  what  we  had  in 
1948.  In  1948,  this  country  did  not  view  itself  as  a  military  power. 
We  had  never  really  been  a  military  power  of  any  great  substance, 
except  perhaps  briefly  in  World  I  and  World  War  II,  and  these 
were  largely  civilian  armies,  just  as  it  was  in  the  Civil  War,  and 
we  returned  back  to  a  very  low  level  of  military  activity.  We  have 
never  had  the  professional  armies,  at  least  not  until  recent  years, 
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that  they  had  in  Europe — the  French,  the  British,  the  Prussians, 
the  Russians,  et  cetera. 

So  I  think  we  are  in  a  different  culture  from  where  we  were  in 
1948  in  this  country,  and  I  do  not  think  we  are  seeing  the  rapid 
and  precipitous  demobilization  we  saw.  We  are  not  seeing  the  rapid 
and  precipitous  demobilization  we  saw  after  the  Second  World  War, 
because  we  now  have  acclimated  ourselves  to  maintaining  a  very 
substantial  military  establishment,  something  that  is  relatively 
new  in  our  history  and  something  we  have  really  developed  over 
the  last  40  or  45  years. 

Now,  there  are  other  differences  between  now  and  1948.  There 
is  a  difference  between  the  economic  strength  of  our  allies.  At  the 
end  of  World  War  II,  all  of  our  potential  allies  were  destitute.  Their 
economies  or  infrastructures  were  destroyed.  We  assisted  them 
with  great  generosity,  and  now  they  have  rebuilt  and  they  are 
prospering  and  they  are  doing  very,  very  well. 

The  roles  and  the  missions  that  were  originally  allocated  to  our 
military  in  1948  did  not  factor  in  the  participation  of  allies,  because 
we  really  had  no  substantial  allies  at  that  time.  Don't  you  think 
our  allies  and  their  military  capabilities  ought  to  be  given  a  larger 
consideration  now? 

Shouldn't  our  allies  be  given  equal  or  even  primary  responsibility 
for  some  missions?  Why  should  we  continue  to  maintain  a  large 
military  establishment  that  can  fight  two  major  conflicts  on  two 
fronts  simultaneously,  with  no  allied  support,  when  it  is  highly  un- 
likely that  American  public  opinion  is  going  to  allow  them  to  fight 
a  sustained  and  protracted  military  engagement?  I  am  looking  for 
some  justification  here  for  what  continue  to  be  relatively  large  mili- 
tary expenditures. 

Dr.  Steinbruner.  I  think  you  are  identifying  a  debate  that  we 
are  bound  to  have.  We  are  maintaining  an  establishment  that  is 
roughly  70  percent  as  large  as  we  maintained  at  the  height  of  the 
cold  war  against  opponents  that  are  not  remotely  comparable  to 
what  we  imagined  the  Warsaw  Pact  in  aggregate  to  be. 

And  it  is  certainly  the  case  that  we  would  not  choose  in  all  prob- 
ably to  respond  to  regional  contingency,  if  we  did  not  have  inter- 
national support.  That  support  would  include  allied  contributions, 
so  that  there  is  something  wrong  with  the  underlying  assumptions. 

Let  me  just  comment  briefly,  though,  that  there  are  two  other 
factors.  In  addition  to  the  fact  that  we  are  leaving  out  allies  from 
the  calculation,  who  would  be  there.  We  are  doing  two  other  things 
that  drive  the  alleged  requirements  up.  The  most  important  of 
these  is  we  are  not  allowing  for  any  degree  of  anticipation  whatso- 
ever. We  are  implicitly  assuming  that  we  lose  the  initial  battles, 
because  we  have  not  prevented  these  wars. 

Now,  in  1950  and  with  regard  to  Korea,  that  may  have  made 
sense,  but  we  now  have  a  modern  intelligence  establishment  and 
a  lot  more  visibility,  if  you  will,  and  ready  capability.  There  is  no 
excuse 

Chairman  Sasser.  Is  this  the  same  intelligence  establishment, 
Dr.  Steinbruner,  that  missed  the  collapse  of  the  Soviet  Union,  the 
same  one  that  was  telling  us  here  about  the  ferocity  of  the  Iraqi 
fighters?  I  was  told  that  Iraqi  forces  had  the  same  capability  as 
NATO  forces. 
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Dr.  Steinbruner.  Yes;  they  made  many  errors,  but  it  is  one 
thing  to  make  misjudgments  of  that  sort  and  quite  another  to  fail 
to  see  a  major  ground  incursion  being  organized  and  launched.  In 
the  case  of  the  Iraqi  venture,  we  did  see  the  mobilization.  It  is  just 
that  our  political  system  discounted  the  attack  and  was  not  pre- 
pared to  respond.  What  I  am  saying  is  that  the  scenario  pre- 
supposes that  we  would  continue  to  be  that  dumb,  if  you  will,  and 
we  pay  a  lot  for  being  that  dumb. 

The  third  point  is  that  the  assessment  requires  as  huge  amount 
of  force  to  win  decisively  in  a  small  amount  of  time.  Actually,  they 
are  programming  I  think,  if  you  get  down  into  it,  an  unreasonably 
large  amount  of  force  being  required  to  deal  with,  if  you  will,  Iraqi 
and  North  Korea.  We  can  defeat  them  with  much  smaller  forces 
than  they  are  allocating  under  these  scenarios,  as  best  one  can 
judge  in  advance. 

Obviously,  what  they  are  doing  is  a  classic  thing,  that  is  swamp 
a  military  problem  with  resources  to  cover  all  conceivable  uncer- 
tainty. I  think  the  simple  point  you  are  making,  and  I  think  it  is 
a  fundamental  one,  is  in  all  probability  the  country  is  in  the  end 
going  to  choose  to  be  wiser  than  that  and,  therefore,  this  criterion 
would  have  to  be  refined. 

Mr.  KREPINEVICH.  Senator,  I  have  several  observations.  One,  in 
response  to  the  question:  can  we  expect  allied  support?  As  Victor 
Borge  once  observed,  predicting  is  difficult  especially  about  the  fu- 
ture, but  it  is  a  wise  man  who  looks  and  learns  from  the  past. 

We  fought  the  Korean  War  under  the  U.N.  flag.  Even  in  Viet- 
nam, we  had  President  Johnson's  many  flags  initiative,  and  we  ac- 
tually had  over  two  divisions  of  allied  troops  involved  with  ours  in 
South  Vietnam.  And  of  course,  President  Bush  made  a  special  point 
of  crafting  a  coalition  before  he  went  to  Congress  and  requested  au- 
thorization to  go  to  war  in  the  Gulf. 

Are  our  allies  capable?  Certainly  more  capable  than  they  were  in 
1948.  In  fact,  in  1948,  our  allies  were  not  only  flat  on  their  back, 
two  of  the  most  powerful  having  recently  been  our  enemies,  but 
they  were  not  our  allies  at  all.  We  did  not  even  form  NATO  until 
1949. 

Certainly  with  respect  to  our  military  establishment,  I  think  our 
defense  budget  in  1948  was  somewhere  around  $14  billion.  Even 
counting  for  inflation,  I  do  not  think  that  would  add  up  to  a  quar- 
ter of  a  trillion  dollars  today.  Of  course,  we  were  not  looking  to 
fight  in  major  regional  contingencies  in  1948.  Secretary  Acheson 
was  saying  that  Korea  was  outside  our  defense  perimeter  as  late 
as  January  1950. 

My  concern,  however,  is  that  as  we  pour  this  money  into  develop- 
ing military  capabilities,  we  may  be  doing  what  the  French  did  in 
the  1920's  and  1930's,  and  that  is  preparing  for  a  scenario  that 
looks  very  much  like  the  last  war.  But  our  potential  enemies  have 
very  little  incentive  in  waging  the  Gulf  War  over  again.  And  I,  like 
Senator  Exon,  am  very  much  concerned  about  the  dogs  that  don't 
bark  in  the  bottom-up  review — the  ballistic  missiles,  and  weapons 
of  mass  destruction.  They  are  discussed,  but  there  is  no  elaboration 
on  how  we  are  going  to  contend  with  that  problem. 

Chairman  Sasser.  Well,  there  is  an  old  saying  that  generals  al- 
ways prepare  for  the  last  war  or  fight  the  last  war.  But  let  me  ask 
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our  panel  this:  If  you  were  adversaries  and  you  were  looking  at 
what  occurred  in  the  Persian  Gulf,  what  would  you  take  away  from 
that  with  regard  to  what  you  might  have  learned  about  American 
military  capability  and  its  strengths  and  weaknesses,  if  you  were 
an  adversary? 

We  learned  some  lessons  from  the  Persian  Gulf.  One  is  that  we 
need  some  minesweepers  that  have  got  wooden  bottoms,  and  two 
or  three  other  things.  What  would  our  adversaries  have  learned, 
Dr.  Snider? 

Dr.  Snider.  I  would  be  glad  to  respond,  Mr.  Chairman,  because 
there  have  been  a  number  of  studies  that  in  fact  have  gone  out  to 
our  potential  adversaries  and  asked  them  that  question.  The  re- 
sponse is  three:  The  first  thing  they  learned — and  that  is  the  rea- 
son we  now  have  a  counter-proliferation  initiative — is  that  if  you 
are  going  to  fight  the  United  States,  it  takes  more  than  conven- 
tional forces.  Therefore,  chemical,  biological  or  other  weapons  of 
mass  destruction  are  going  to  be  necessary  if  you  are  going  to  be 
an  effective  adversary  to  the  United  States. 

Chairman  Sasser.  In  other  words,  our  adversaries  are  sort  of  fol- 
lowing the  same  approach  we  did  under  John  Foster  Dulles'  initia- 
tives, of  massive  retaliation,  not  making  the  investment  in  the  con- 
ventional forces,  but  having  some  sort  of  super  weapon. 

Dr.  Snider.  The  fact  is,  one  of  the  responses  from  a  senior  mili- 
tary leader  in  one  of  the  neutral  countries  who  is  now  a  nuclear 
power,  when  asked  this  question,  "what  did  you  learn  from  the 
Gulf  War",  responded  if  you  have  weapons  of  mass  destruction,  you 
do  not  hold  them,  you  use  them.  In  one  sense  our  significant  suc- 
cess in  that  war,  has  made  the  world  a  more  dangerous  place.  As 
I  said,  that  is  the  reason  in  the  bottom-up  review  there  is  now  em- 
phasis on  what  is  called  a  counter-proliferation  initiative. 

The  second  thing  potential  adversaries  learned  is  if  they  are  con- 
sidering being  aggressive,  to  do  it  quickly  and  not  wait.  That  is 
why  the  Administration  has  the  challenge  of  preparing  strategic- 
level  military  responses  that  must  be  very  rapid.  Of  course,  that  is 
much  more  difficult,  because,  as  a  part  of  our  demobilization,  we 
have  now  moved  significant  amounts  of  force  structure  back  to  the 
United  States,  with  the  result  of  having  now  to  project  power  over 
greater  distances. 

In  fact,  in  my  own  judgment,  if  tomorrow  we  were  to  attempt  to 
repeat  the  Gulf  War,  we  could  not  do  it,  simply  because  the  bulk 
of  that  ground  force  capability  came  out  of  Europe  and  it  was 
quicker  to  get  it  there  from  Europe,  and  those  forces  are  not  in  Eu- 
rope now.  We  would  have  to  start  from  scratch  from  the  United 
States,  without  the  degree  of  strategic  mobility  that  we  had  with 
forward  forces. 

So  the  second  thing  potential  adversaries  learned  is,  if  they  are 
going  to  be  aggressive,  do  it  quickly. 

The  third  thing  that  they  learned  is  the  point  that  you  made  ear- 
lier, Mr.  Chairman,  there  is  always  the  question  of  political  will  in 
the  United  States,  and  it  does  compound  the  Department  of  De- 
fense's problem,  because,  as  you  mentioned  yourself  in  your  ques- 
tion, why  should  we  have  military  force,  if  there  is  no  use  for  it, 
other  than  being  a  deterrent? 
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The  problem  unfortunately,  under  the  world  of  intentions  and 
perceptions  that  we  live  in,  n°  the  adversary  does  not  perceive  that 
you  are  going  to  use  the  force,  is  that  the  force  is  not,  in  fact  a  de- 
terrent. So  we  all  have — and  I  would  agree  with  both  of  my  col- 
leagues here — the  strategic  doctrines  under  which  wars  will  be 
fought  in  the  future  really  do  need  to  be  carefully  thought  through 
in  the  next  few  years,  what  is  conventional  deterrence,  how  do  you 
deter,  and  with  what  and  how  much  does  it  take? 

My  final  point  is  that,  while  I  agree  that  this  debate — I  agree 
with  Dr.  Steinbruner  that  this  debate  will  eventually  come  down 
unfortunately  to  the  simple  question  of  do  you  want  two  MRC's  or 
one.  The  question  really  should  be  what  foreign  policy  do  you  want 
and  what  role  do  you  want  the  United  States  to  play  in  the  world, 
and  then  having  answered  that,  how  much  force  and  of  what  kind. 
That  would  be  my  question. 

Chairman  Sasser.  Yes,  I  think  that  is  the  question  that  has  to 
be  answered. 

Mr.  Krepinevtch.  Mr.  Chairman,  in  line  with  your  question, 
there  have  been  a  number  of  interesting  developments  in  terms  of 
Third  World  military  literature  that  have  come  out  since  the  Gulf 
War.  As  Dr.  Snider  mentioned,  there  was  another  senior  Third 
World  senior  military  official  whose  lesson  was:  if  you  are  going  to 
take  on  the  United  States,  not  only  to  have  chemical  weapons  and 
use  them  quickly,  but  to  have  nuclear  weapons. 

There  was  a  monograph  written  after  the  Gulf  War  by  a  briga- 
dier general  in  the  Third  World  that  essentially  said  the  lesson  is 
that  wars  must  acquire  ballistic  missiles.  Once  the  war  starts,  and 
the  first  thing  you  must  do  is  take  out  all  potential  ports  and  for- 
ward-basing airfields  in  your  region  in  order  to  counter  what  they 
call  euphemistically  a  power  external  to  the  region,  meaning  the 
United  States. 

They  are  looking  to  things  that  worked  for  the  Iraqis  in  the  Gulf 
War,  like  mobile  ballistic  missiles  which  we  never  really  success- 
fully targeted.  We  never  really  successfully  disarmed  Iraq's  nuclear 
weapons  program.  We  had  trouble  with  mines,  which  kept  our 
Navy  more  in  the  southern  half  of  the  Gulf  than  up  where  perhaps 
they  could  have  been  more  effective. 

I  have  also  seen  discussions,  especially  in  Chinese  military  lit- 
erature, about  how  to  use  the  benefits  of  the  information  revolution 
to  disperse  communications.  They  look  very  much  at  the  informa- 
tion war  and  look  at  how  we  won  it  early  in  the  Gulf,  and  how  that 
victory  allowed  us  to  leverage  the  rest  of  our  military  power  for  the 
balance  of  the  conflict. 

Chairman  Sasser.  What  do  you  mean  by  the  information  war? 

Mr.  KREPINEVICH.  The  information  war  is  basically  taking  down 
the  enemy's  ability  to  identify  targets  of  value,  which  we  did  very 
early  on  in  the  Gulf  War. 

For  the  Russians,  it  was  confirmation  that  we  are  in  fact  at  the 
beginning  of  a  military  revolution.  And  it  has  also  been  their  obser- 
vation that  in  a  position  of  inferiority  such  as  that  a  Third  World 
country  might  find  itself  in,  one  of  the  antidotes  is  nuclear  weap- 
ons. 

Dr.  Steinbruner.  Let  me  just  comment  briefly,  Mr.  Chairman. 
I  think  that  you  made  what  is  the  fundamental  point.  I  keep  want- 
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ing  to  reemphasize  it.  The  underlying  policy  is  the  big  question. 
Under  the  current  policy  trying  to  be  essentially  in  implicit  con- 
frontation with  the  entire  world.  That  is  really  what  we  are  saying: 
That  we  will  respond  to  a  regional  contingency  anywhere  it  occurs, 
we  will  take  on  anyone. 

The  alternative  is  to  so  organize  security  arrangements  that  at 
last  the  major  establishments  are  agreeably  not  in  confrontation 
with  one  another,  making  it  very  hard  for  the  other  minor  estab- 
lishments to  do  so,  either.  I  think  that  this  is  by  far  the  superior 
defense  policy,  and  that  we  need  to  shift  to  such  a  policy.  We  have 
that  policy  in  place  in  Western  Europe  and  with  regard  to  Japan, 
and  we  need  to  extend  its  coverage.  That  is  the  fundamental  point 
and  we  ought  to  keep  that  in  mind. 

Chairman  Sasser.  I  want  to  come  back  again,  Dr.  Steinbruner. 
That  sounds  very  plausible,  but  how  do  you  extend  this  security 
blanket  that  we  have  extended  to  Japan,  how  do  you  extend  that 
to  Russia  vis-a-vis  China?  I  do  not  quite  get  that. 

Dr.  Steinbruner.  What  I  am  saying  is  that  we  need  a  strategic 
dialogue  with  both  Russia  and  China  about  this  matter.  We  need 
to  design  how  we  can  reassure  one  another  in  sufficient  detail  that 
we  can  really  rely  upon  it.  That  is  a  demanding,  but  feasible  propo- 
sition, and  if  we  take  that  route,  then  we  end  up  far  better  off  at 
much  lower  cost. 

Chairman  Sasser.  Dr.  Steinbruner,  you  have  questioned,  as  I 
understand  it,  the  bottom-up  review  to  some  extent.  You  say  that 
it  is  not  going  to  last,  as  I  understand  you,  because  of  two  short- 
falls, one  the  budget,  not  enough  money  to  meet  its  program,  and, 
second,  logic.  Now,  we  have  heard  a  lot  about  the  potential  short- 
fall. What  is  the  logic  about  why  the  bottom-up  review  fails  to  ad- 
dress our  security  requirements? 

Dr.  Steinbruner.  Again,  as  I  was  just  saying,  I  think  the  fun- 
damental requirement  now  is  this  principle  of  engagement.  We 
must  extend,  if  you  will,  the  security  communities  we  created  in 
Europe  and  Asia.  We  must  incorporate  the  two  large  military  es- 
tablishments standing  outside  of  those  communities,  that  is  Russia 
and  China.  That  is  our  fundamental  imperative. 

The  bottom-up  review  basically  propose  to  continue  indefinitely 
the  posture  of  confrontation.  It  is  de-focused.  We  do  not  speak  of 
the  Russians  or  the  Chinese,  but  both  of  them  certainly  will  implic- 
itly consider  themselves  to  be  part  of  the  focus  of  confrontation. 
That  is  the  wrong  posture  to  use  with  both  of  them  for  the  future. 
One  of  the  reasons  is  we  can  do  it  better 

Chairman  Sasser.  In  other  words,  they  will  consider  themselves 
to  be  the  focus  of  our  confrontation? 

Dr.  Steinbruner.  That  is  correct,  they  will  program  their  own 
force  with  us  in  mind,  since  we  are  the  standard  worldwide  of  mili- 
tary capability.  In  fact  everybody,  again  drawing  the  lessons  of  the 
war,  will  be  thinking  about  what  you  do  about  the  Americans  if  you 
become  entangled  with  them. 

With  technology  diffusing  throughout  the  world,  there  will  be  op- 
tions even  to  small  states  to  offset  our  advanced  capabilities  in  very 
dangerous  ways.  We  do  not  want  everyone  playing  this  game.  We 
want  to  organize  an  entirely  different  game,  and  we  can  do  so. 
That  is  the  fundamental  point  the  bottom-up  review  just  does  not 
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acknowledge.  The  bottom-up  review  continues  the  traditional  policy 
of  ready  confrontation,  no  longer  focused  on  a  specific  enemy,  but 
implicitly  focused  on  the  rest  of  the  world  in  general. 

Chairman  Sasser.  If  I  were  someone  in  the  rest  of  the  world 
looking  at  that,  I  think  there  is  a  legitimate  reason  to  feel  that  you 
could  perhaps  be  the  focus  of  this  confrontation,  that  you  would 
want  to  react  to  it  and  build  a  counterforce. 

Dr.  Steinbruner.  Many  people  are  inevitably  going  to  think 
that:  We  cannot  know  what  is  going  to  happen,  we  might  find  our- 
selves on  the  wrong  side  of  a  fight  with  the  Americans,  how  do  we 
handle  it?  We  do  not  want  people  thinking  that  way,  because  over 
2  or  3  decades,  that  could  be  very  serious  trouble,  given  the  general 
trend  of  weapons  proliferation.  We  want  to  organize  an  entirely  dif- 
ferent arrangement. 

Chairman  Sasser.  So  you  are  talking  about  going  outside,  you 
are  talking  essentially  about  a  new  collective  security  arrangement 
or  a  new  collective  mutual  reassurance  arrangement? 

Dr.  Steinbruner.  I  use  the  phrase  "cooperative  security,"  noting 
that  this  is  all  about  prevention.  It  is  not  a  coalition  to  gang  up 
on  thieves  after  they  have  robbed  the  house.  It  is  to  prevent  it  from 
happening  in  the  first  place  by  sufficient  prior  rules.  I  think  that 
prevention  is  feasible  with  regard  to  the  two  other  major  establish- 
ments with  which  we  have  not  yet  practiced  this,  and  that  is  our 
essential  imperative. 

.  Chairman  Sasser.  Senator  Exon,  did  you  want  to  ask  a  ques- 
tion? 

Senator  Exon.  Yes;  gentlemen,  we  have  talked  about  lots  of 
things,  and  I  appreciate  your  recommendations.  Specifically,  the 
Budget  Committee  will  be  taking  a  look  at  the  recommended 
spending  levels  as  recommended  to  us  by  the  Administration. 
Roughly  speaking,  they  are  talking  now  of  outlays  for  1994  of  $280 
billion,  1995  $270  billion,  1996  $261  billion,  1997,  $256  billion, 
1998  $256  billion,  and  going  up  a  little  bit  to  $257  billion.  So  we 
are  generally  going  to  see  a  slide  here  over  the  next  5  years  from 
$280  billion  down  to  $260  billion,  in  round  figures. 

Given  the  studies  that  you  have  done  on  this  and  whether  we 
spend  more  or  less  than  the  President  has  recommended,  whether 
we  change  the  roles  of  missions  and  whatever  we  do,  are  any  of  you 
prepared  to  tell  me  whether  you  think  that  the  levels  of  outlays 
that  I  have  just  cited  in  the  President's  budget  is  too  high,  too  low 
or  about  right? 

Mr.  Krepinevich.  Senator,  the  Defense  Department  already  ad- 
mits, I  guess  as  of  this  morning,  anyway,  that  it  is  $11  billion 
short.  Over  the  next  5  years,  that  number  could  be  quite  a  bit  high- 
er. If,  for  example,  Congress  passes  a  pay  raise  this  fall  that  is  .5 
percent  below  ECI,  which  is  required  by  law,  as  opposed  to  the  pay 
raise  of  1.5  percent  below  that  level,  which  is  requested  by  the  Ad- 
ministration, the  budget  problem  or  shortfall  would  go  up  another 
$14  billion. 

The  Navy  says  it  is  $3.5  billion  a  year  short  in  terms  of  its  ship- 
building program.  There  is  already  budgeted  into  the  Federal  budg- 
et an  estimated  $11  billion  for  savings  from  acquisition  reform 
which,  if  prorated,  would  add  another  $8  billion  to  the  defense 
shortfall.  Finally,  the  Army  claims  that,  over  the  next  5  years,  it 
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faces  a  $10  billion  shortfall.  So  the  range  seems  to  be  somewhere 
between  $11  billion  and  $60  billion  or  so,  with  the  number  seeming 
to  change  based  upon  changing  assumptions,  especially  with  re- 
spect to  inflation. 

Over  the  longer  term,  even  given  favorable  assumptions  with  re- 
spect to  operations  and  maintenance  costs  and  procurement  rates, 
from  what  we  know  of  the  future  years'  defense  plan  and  the  end 
state  force  of  1.453  million,  there  is  a  good  chance  in  our  esti- 
mation that  the  long-term  steady  state  defense  posture  could  be 
short  as  much  as  $20  billion  a  year.  There  are  other  estimates  that 
show  the  gap  to  be  quite  a  bit  greater. 

Senator  Exon.  What  do  you  think  it  should  be? 

Mr.  Krepinevich.  The  gap? 

Senator  Exon.  I  am  not  talking  about  the  gap.  In  other  words, 
what  you  are  really  saying  is  that  you  think  the  budget  rec- 
ommended to  us  by  the  President  has  substantially  by  billions  of 
dollars  underestimated  the  expenditures  that  the  President's  pro- 
gram is  suggesting,  is  that  correct? 

Mr.  Krepinevich.  That  is  correct,  Senator. 

Senator  Exon.  And  you  think  that  is  in  the  range  of  $20  to  $30 
billion?  You  are  talking  about  a  5-year  program  then? 

Mr.  Krepinevich.  The  5-year  program  at  a  minimum  is  $11  bil- 
lion short.  That  is  what  the  Administration  admits  to.  If  you  add 
in  some  of  these  other  factors,  the  number  could  be  quite  a  bit 
higher,  perhaps  $60  billion  or  even  greater. 

Senator  Exon.  The  other  two  witnesses,  do  they  agree? 

Dr.  Steinbruner.  Again,  using  historical  standards  and  the  idea 
of  a  stable  rate  of  investment  it  looks  as  if  the  projected  budget 
under  finances  investment  and  over  finances  operations.  The  net  of 
that  is  a  $36  billion  deficit  over  the  5-year  program.  That  is  just 
using  historic  standards. 

Senator  Exon.  So  you  are  talking  $11  billion  and  you  are  talking 
$6  billion  over  the 

Dr.  Steinbruner.  Thirty-six  billion  dollars  over  5  years. 

Senator  Exon.  Thirty-six  billion  dollars  over  5  years. 

Dr.  Steinbruner.  Over  5  years,  a  net  of  $36  billion.  But  in  the 
area  of  investment,  it  looks  a  lot  higher  than  that. 

Senator  Exon.  Doctor,  what  do  you  think? 

Dr.  Snider.  Well,  I  am  going  to  disagree  with  my  two  colleagues. 
My  answer  is  very  straightforward,  it  is  about  right.  The  reason  I 
would  say  it  is  about  right  is  because  it  is  occurring  at  an  orderly 
decline  at  a  real  rate,  averaging  about  4  or  5  percent  a  year.  Yes, 
it  is  under-funded  right  now.  They  have  at  least  $11  million,  I 
agree  with  my  colleagues,  but  may  be  as  high  as  $30  billion.  But 
I  am  much  less  concerned  with  that  degree  of  under-funding,  which 
is  to  a  large  extent  an  internal  DOD  problem,  than  I  am  about  the 
allocation  and  the  rate  at  which  we  are  going  down  and  how  much 
at  the  end  point  the  Nation  will  be  willing  to  spend  for  its  national 
defense. 

At  the  end  of  this  fiscal  year  1995-1999  program,  we  are  below 
3  percent  of  GNP  going  to  defense.  As  I  recall,  gentlemen,  that  is 
less  than  before  the  Second  World  War,  and  as  I  have  looked  at 
United  States  foreign  policy  and  as  I  look  at  the  world,  I  do  not 
believe  that  to  be  an  unreasonable  number  at  all. 
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If  I  could  comment  on  Dr.  Steinbruner's  concept  of  cooperative 
security,  I  agree  that  the  problem  of  providing  mutual  reassurances 
is  one  of  the  biggest  challenges  we  face  right  now,  and  I  think  we 
probably  only  disagree  on  how  we  should  go  about  doing  that.  I 
prefer  to  learn  how  to  provide  mutual  assurances,  however,  with 
our  guard  up  as  opposed  to  taking  the  guard  down  and  seeing  how 
this  is  going  to  work. 

Dr.  Steinbruner  has  laid  out  a  very  difficult  challenge.  It  is  a  dif- 
ferent conception  about  how  the  major  economic  powers  of  the 
world  should  view  their  cooperative  approach  to  security,  and  I 
think  it  is  an  excellent  challenge  that  the  United  States  should 
take  the  lead  in.  It  is  simply  that  I  do  not  know  what  the  outcome 
is  going  to  be,  and  until  we  get  the  situation  clarified  a  bit  further, 
I  am  not  willing  to  say  that  we  should  be  taking  our  guard  down 
that  much. 

Dr.  Steinbruner.  I  am  not  saying  that  we  should  take  our  guard 
down,  either.  I  am  just  suggesting  if  we  actually  pursue  that  policy, 
where  might  it  end  up.  And  I  am  not  saying  that  we  should  unilat- 
erally implement  it  before  the  policy  is  in  place. 

Senator  Exon.  I  would  simply  observe,  gentlemen,  having  served 
on  this  committee  for  15  years  now,  that 

Chairman  Sasser.  And  you  have  enjoyed  every  minute  of  it, 
haven't  you? 

Senator  EXON  [continuing].  If  we  only  miss  this  by  $20  or  $30 
billion,  we  have  done  a  great  job. 

Chairman  Sasser.  Right. 

Senator  Exon.  I  guess  it  could  be  missed  by  a  whole  lot  more 
than  that.  Anyway,  I  thank  you  for  being  here  today. 

Thank  you,  Mr.  Chairman. 

Chairman  SASSER.  Thank  you,  Senator  Exon. 

The  hour  is  late  and  I  have  got  a  lot  of  questions  that  I  would 
like  to  ask,  but  I  will  not,  and  I  may  even  ask  some  of  them  for 
the  record.  But  I  would  just  like  to  ask  our  panelists  one  final 
question.  If  you  were  devising  a  military  strategy  to  carry  out  a  for- 
eign policy  and  foreign  policy  objectives  for  the  remainder  of  the 
1990's  and  maybe  a  few  years  beyond  that,  how  much  would  you 
think  it  would  take  in  terms  of  a  yearly  military  budget  to  carry 
out  that  strategy?  Dr.  Steinbruner,  yours  would  probably  be  lower 
than  everybody  else's  would  be,  because  of  your  collective  security 
concept.  Do  you  have  any  ball  park  figures  on  that? 

Dr.  Steinbruner.  I  submitted  some  guesses.  Let's  assume  that 
we  are  quite  successful  in  achieving  the  logic  I  was  just  alluding 
to,  a  cooperative  security  arrangement  whereby  both  Russian  and 
Chinese  forces  would  be  limited  and  integrated  into  the  kind  of 
daily  operational  interaction  that  occurs  in  Western  Europe  and  be- 
tween the  United  States  and  Japan.  Under  those  conditions,  and 
as  part  of  that  process,  I  am  suggesting  that  we  would  reduce  our 
forces  fairly  substantially.  The  illustrative  levels  I  provided  would 
produce  a  defense  budget  by  1999  of  $145  or  $146  billion  in  con- 
stant 1995  dollars.  It  saves  over  that  period  of  time  a  cumulative 
total  of  $250  billion,  and  thereafter  you  are  saving  at  a  rate  of  $80 
billion  a  year,  compared  with  the  current  track.  That  still  is  appre- 
ciable sums  of  money,  and  we  would  be  in  relatively  stronger  posi- 
tion than  we  currently  are. 
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Chairman  Sasser.  Do  you  think  you  could  maintain  a  sufficient 
military-industrial  complex  underneath  that  to  furnish  the  weap- 
onry needed? 

Dr.  Steinbruner.  Yes;  there  is  a  lot  of  procurement  money  in 
the  illustrative  budget.  As  a  matter  of  fact,  in  that  year  1999,  there 
would  be  nearly  $60  billion  of  investment  resources.  We  can  defi- 
nitely tailor  an  establishment  to  that  level  of  expenditure  and  con- 
tinue it  indefinitely.  That  is  part  of  the  notion;  take  our  forces 
down  to  a  level  that  we  can  sustain  them  and  sustain  them  at  that 
level.  We  could  definitely  have  a  capable  industrial  establishment 
with  that  rate  of  procurement  or  investment. 

Chairman  Sasser.  Thank  you. 

What  do  you  say,  Mr.  Krepinevich? 

Mr.  Krepinevich.  Mr.  Chairman,  I  think  any  good  strategy 
serves  to  minimize  the  overall  risks  to  the  Nation's  security.  Right 
now,  our  greatest  risks  are  not  in  the  near-term  as  they  were  in 
the  cold  war.  They  are  in  the  so-called  outyears.  As  my  colleagues 
have  mentioned,  perhaps  the  greatest  danger  is  the  danger  of  a  re- 
sumption of  great  power  competition  that  has  been  a  staple  of  the 
international  environment  since  the  Nation-state  system  began. 

So  one  challenge  would  be  certainly  how  to  avoid  that  competi- 
tion recurring.  Another  challenge  of  a  very  different  kind  would  be 
a  potential  problem  in  the  Third  World,  arising  from  the  prolifera- 
tion of  weapons  of  mass  destruction  and  the  diffusion  of  advanced 
military  technologies. 

I  think  we  have  to  preserve  our  access  to  future  military  capabil- 
ity, specifically  by  protecting  our  research  and  development  ac- 
counts and  by  protecting  our  ability  to  recapitalize  the  force 
through  the  procurement  account.  They  are  at  the  point  right  now 
of  being  squeezed  out  as  a  consequence  of  an  excessively  large  force 
structure  designed  around  the  two-MRC  requirement. 

I  think  if  we  were  to  go  to  the  one  and  a  half  MRC  force  struc- 
ture that  was  elaborated  on  by  General  Powell  shortly  before  he  re- 
tired, we  could  certainly  cover  the  most  dangerous  near-term 
threat,  which  is  the  Desert  Storm  problem.  Again,  I  think  this 
threat  will  not  be  with  us  that  long,  because,  Third  World  nations 
are  adapting  quickly  to  what  they  saw  in  the  Gulf. 

And  I  think  it  will  also  leave  us  with  the  capability  to  credibly 
conduct  peace  operations  that  now  are  also  crowded  out  in  the  bot- 
tom-up review,  which  states  that  we  cannot  maintain  the  capability 
for  two  MRC's  and  peacekeeping  operations  at  the  same  time.  I  be- 
lieve all  of  this  can  be  done  under  the  current  level  of  resources 
that  the  President  intends  to  provide. 

Chairman  Sasser.  So  you  would  stick  with  the  President's 
present  budget  numbers? 

Mr.  Krepinevich.  Yes,  I  would. 

Chairman  Sasser.  Dr.  Snider,  what  do  you  say  about  it? 

Dr.  Snider.  Again,  a  very  brief  answer.  I  have  not  designed  an 
alternative  force  and  computed  its  costs,  so  I  do  not  want  to  mis- 
lead the  committee.  My  concern  with  the  numbers  is  very  much  the 
same  as  those  of  Mr.  Krepinevich.  I  would  make  the  allocations  dif- 
ferent from  those  they  have  made,  and  I  think  you  are  on  exactly 
the  right  question  on  the  issue  of  the  two-MRC  capability. 
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I  would  hope  this  country  does  not  have  to  keep  the  two-MRC  ca- 
pability very  long,  I  would  hope  not  longer  than  1  to  2  to  3  more 
years.  But  as  Dr.  Steinbruner  has  alluded,  an  awful  lot  of  that  de- 
pends upon  the  success  of  the  foreign  policy  and  are  we  able  to  cre- 
ate new  strategic  relationships  with  former  adversaries.  This  is  a 
very  turbulent  time. 

Just  one  example:  I  was  at  a  major  conference  2  weeks  ago  in 
Japan  with  leading  representatives  of  the  current  Russian  adminis- 
tration and  the  Japanese  administration.  And  in  discussing  new 
strategic  relationships  with  Russia,  I  was  really  shocked  that  one 
of  the  Russian's  first  questions  to  the  United  States  delegation  was, 
well,  if  we  (the  United  States  and  Russia)  are  going  to  be  strategic 
partners  in  the  world,  now  how  do  we  participate  with  you  in  your 
strategic  partnership  with  Japan? 

I  only  mention  that  to  you  to  emphasize  the  degree  to  which  we 
all  have  to  rethink  a  number  of  very  complex  strategic  relation- 
ships, at  the  economic  level,  at  the  political  level,  and  certainly, 
while  we  are  doing  that,  at  the  military  level.  This  is  a  long  way 
of  saying  I  would  stay  with  where  the  Administration  is,  but  I 
would  certainly  change  the  allocation  as  quickly  as  feasible  to  look 
more  to  long  term  defense  needs. 

Chairman  Sasser.  Gentlemen,  we  thank  you  very  much  for  ap- 
pearing here  this  afternoon  and  giving  us  the  benefit  of  your  views. 
I  think  we  are  indeed  fortunate  to  have  people  of  your  intellect 
studying  these  various  problems,  writing  about  them  and  giving  us 
the  benefit  of  your  opinions.  We  are  grateful  to  you  and  we  are  in 
your  debt  for  being  here. 

The  committee  stands  in  recess. 

[Whereupon,  at  4:45  p.m.,  the  committee  was  adjourned.] 
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